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FUTURE FUNDING FOR CONRAIL 

TUESDAY, APRIL 1, 1980 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 9:30 a.m., pursuant to notice, in room 
2123, Rayburn House Office Building, Hon. James J. Florio, chair- 
man, presiding. 

Mr. FLORIO. The subcommittee will come to order. I would like to 
welcome you today to a hearing to explore the future funding 
needs of Conrail as we attempt to insure efficient and reliable 
freight service in the Northeast. As I am sure we all know, Conrail 
was created in 1976 with the intention that it would become a 
profitable corporation. To assist Conrail in rehabilitating its plant 
and improving its operations. Congress has authorized a total of 
some $3.3 billion since 1976. At the end of 1979 Conrail had $645 
million of this remaining and the U.S. Railway Association found 
that Conrail would not become self sustaining within the currently 
authorized funding level. 

The General Accounting Office will testify today about Conrail's 
capital program for the next several years. I am concerned that we 
do all in our power to insure that rail service is available in the 
Northeast. If capital improvements are advisable then we should 
consider seriously how to insure that such improvements will be 
made. 

You have seen recently in the bankruptcies of the Rock Island 
and Milwaukee the absolute necessity for planning for the future. 
Conrail may well survive in its present form, but if Conrail cannot 
survive and it is without future funding, we must begin to plan so 
that a feasible program will be available to provide transportation 
needs in the Northeast. 

We have a very long list of distinguished witnesses. I am going to 
ask if Mr. Madigan, our ranking minority member, has any com- 
ments. 

Mr. MADIGAN. Mr. Chairman, I understand you have another 
meeting. I have another meeting following your meeting. I think 
the most profitable thing to do would be to go ahead with the 
witnesses. 

Mr. FLORIO. Congressman Dodd is scheduled to be our first wit- 
ness but was unavoidably detained and he will be here at a later 
time. 

I would like to call Mr. Baltas E. Birkle, Deputy Director of the 
Community and Ekionomic Development Division of the General 
Accounting Office. 
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Mr. Birkle, welcome to the committee, for the record we would 
appreciate your introducing your colleagues. 

STATEMENT OF BALTAS E. BIRKLE, DEPUTY DIRECTOR, COM- 
MUNITY AND ECONOMIC DEVELOPMENT DIVISION. GENERAL 
ACCOUNTING OFFICE, ACCOMPANIED BY HERBERT McLURE, 
ASSOCIATE DIRECTOR, AND FRANK KOMYKOSKI, PHILADEL- 
PHIA REGIONAL OFFICE 
Mr. BIRKLE. Mr. Chairman and members of the subcommittee, 

we are here today to discuss our review of Conrail's operational 
and financial projections for 1980 through 1984 and the risks inher- 
ent in its strategy for limiting its use of Federal funding. 

With me at the witness table are Mr. Herbert McLure, Associate 
Director in charge of our audit work at the Department of Trans- 
portation and Mr. Frank Komykoski, our team leader on Ck)nrail 
work in our Philadelphia regional office. 

Conrail began operations on April 1, 1976, with a Federal Com- 
mitment of $2.1 billion to cover early operating losses and to sup- 
port rehabilitation and improvement projects. However, Conrail s 
first few years of operation showed that more Federal funding 
would be needed, and in 1978 Congress authorized an additional 
$1.2 billion bringing the total available Federal commitment to $3.3 
billion. In its 1979 planning process, Conrail faced the fact that 
authorized Federal funding would run out in 1981 if it maintained 
its existing rate of spending, and had to choose between conserving 
the Federal funding by cutting back its capital spending for im- 
provements, rehabilitation, and maintenance, or requesting addi- 
tional Federal funding. 

CONRAIL'S PLANNING PREMISES 

On March 15, 1979, Conrail submitted a 5-year business plan to 
the U.S. Railway Association which projected a cumulative Federal 
funding need of $4,082 billion through 1983; $782 million more 
than the $3.3 billion authorized by Congress. The March plan 
assumed there would be little regulatory change during the 5 years 
and Conrail planned to spend $1,936 billion for track rehabilitation 
and $728 million for additions and improvements. 

Less than 5 months later on August 1, 1979, Conrail modified its 
plans mainly by assuming that regulatory changes would be 
achieved early in the 5-year period. Also in order to stay within the 
authorized Federal funding Conrail reduced its capital spending 
program for track rehabilitation and additions and improvements 
in 1980 and 1981 by about $379 million. Conrail believed that 
estimated traffic levels and prices under a changed regulatory 
environment would provide sufficient revenues to allow the capital 
program to be restored in 1982. 

To improve its operations Conrail has been committed to a mas- 
sive track rehabilitation program. Since it was created Conrail has 
laid about 3,800 miles of rail and installed about 16 million ties, a 
program designed to prevent further deterioration and reduce de- 
ferred maintenance. In March 1979 when Conrail planned to sus- 
tain its capital spending programs it expected to lay 876 miles of 
track and 3.2 million ties annually during 1980 to 1983. 



In its August plan Conrail cut back its programs for 1980 and 
1981 to 240 miles of rail and an average of 1.4 million ties for the 2 
years. Conrail's records show that to maintain its existing track 
condition it would need to replace about 725 miles of rail and 2.8 
million ties annually. 

In its August plan Conrail projected that it would be able to 
increase its spending on capital resources in 1982 and 1983 but that 
the net cutback during 1980 to 1983 relative to its March plan 
would still be 1,576 miles of rail and 4 million tie replacements. 
Conrail intends to soften the impact of the rail and tie program 
cutbacks by increasing expenditures for other kinds of mainte- 
nance such £is surfacing. 

The additions and improvements program particularly for yards 
and terminals holds great potential for operating improvements 
and better productivity. On October 6, 1978 we released a report 
entitled "Conrail Faces Continuing Problems" emphasizing that 
yard and terminal rehabilitation and modernization projects were 
critical and that these programs were falling far short of goals. We 
concluded that upgrading yards and terminals was important to 
expediting freight car handling and improving customer service, 
both crucial to Conrail's long term viability. 

During 1978 Conrail attributed its slow starting yard and termi- 
nal program to problems associated with organizing a large capital 
program and overcoming inertia as well as management's decision 
to spend more time on analysis to assure moneys were spent 
wisely. Toward the end of 1978 we felt the program was beginning 
to show some vitality and Conrail nearly met its program expendi- 
ture goal for the first time in 1979. 

Conrail's August plan proposed a $90 million additions and im- 
provements program for 1980, a 36-percent reduction from its 
March plan and considerably less than it should be investing. 
Conrail estimates that a more appropriate level would be about 
$123 million. The U.S. Railway Association staff estimates Conrail 
should be spending from $130 million to $150 million for additions 
and improvements. As with the track programs Conrail planned to 
increase additions and improvements expenditures in 1982 and 1983 
to offset the reductions. 

We believe that curtailing capital programs in 1980 and 1981 to 
stay within the current $3.3 billion Federal funding creates an 
unacceptable risk. Reduced capital investments could result in 
plant deterioration and a return to declining service quality there- 
by eroding the benefits gained from the already significant Federal 
investment. Conrail assumed in its plans that regulatory reform 
would enable it to make pricing and plant rationalization changes 
that would produce revenues it could use to rejuvenate its capital 
programs. Regulatory reform may not allow the freedoms Conrail 
anticipated. Revised Conrail estimates for reduced traffic and net 
income in 1980 cause us to doubt whether Conrail can generate 
sufficient revenue to support increased investment programs in 
1982. 

Because of its concern over the capital deferments issue and the 
uncertain status of regulatory reform the U.S. Railway Association 
requested Conrail to submit alternative budgets and plans reflect- 
ing capital programs at more appropriate spending levels. Conrail 



then estimated that if there is no Federal regulatory reform an 
additional $587 million in Federal funding would be needed in 1981 
to finance capital programs at more appropriate levels and to cover 
higher projected operating losses in 1980 and 1981. For these 2 
years capital investment in track and additions and improvements 
would be increased by $326 million. Conrail estimates it could 
carry out the higher capital program in 1980 with authorized fund- 
ing but that Federal funding would be exhausted by the year end. 

Our conclusion that Conrail's capital spending plans are unac- 
ceptably risky is based on Conrail's technical judgment about the 
spending levels needed to prevent its track system from deteriorat- 
ing and our uncertainty about the outcome of regulatory reform. In 
its August plan Conrail said that during 1980 and 1981 it will 
spend considerably less on track rehabilitation and additions and 
improvements than would be appropriate to system size and 
volume. It said that these program cutbacks will result in efficien- 
cies associated with asset improvement. Conrail intends to have 
higher than normal spending in 1982 and future years and it 
expects to pay for the catch up costs with increased revenues that 
will be made possible by regulatory reform. 

We think the logic of the situation argues for continued capital 
spending at least at the level needed to keep the system in its 
current condition. This is not a technical judgment but instead was 
reasoned out as follows. If Conrail follows its current plan and 
defers capital spending two things could happen; it might be able 
to increase its revenues enough to provide the funds needed to 
rejuvenate its rehabilitation and maintenance programs or it could 
continue to lose money and would either have to seek additional 
funding from the Government or continue deferring its capital 
programs. 

On the other hand if Conrail continued capital spending at the 
level needed to maintain the system in its current condition it 
would require additional Federal funding in 1982. If it is able to 
increase revenues enough to provide funds for capital programs the 
need for additional Federal funding would be minimized because 
catch up maintenance and rehabilitation would not be needed and 
Conrail would be able to pay for its own capital programis sooner. 
Even if Conrail continued to lose money the need for additional 
Federal funding would still be minimized because catch up mainte- 
nance would not be needed. 

In our March 10 report we suggested that the Congress has 
several options for responding to Conrail's situation. These options 
are not mutually exclusive and the optimum response may very 
well be some combination of two or more options. 

The Congress can defer any action, pledge additional funds, enact 
regulatory reforms, or seek an alternative solution to rail problems 
in the Northeast. 

We are not recommending that the Congress direct Conrail to 
maintain appropriate capital spending programs and pledge addi- 
tional support if needed only because we recognize the need to 
constrain Federal outlays and that the Congress must choose be- 
tween this and many other possible uses for scarce Federal funds. 
As we stated in our report the preponderance of our work relating 
to the railroad industry suggests that substantial regulatory re- 



forms are needed. We are not endorsing a particular approach to 
regulatory reform but encourage a resolution of the matter as soon 
as practicable. 

Conrail disagrees with our conclusion that reduced capital spend- 
ing creates an unacceptable risk. It believes regulatory reform and 
operational improvements will permit rejuvenation of capital 
spending before any serious deterioration occurs. 

The Department of Transportation also disagrees with our con- 
clusion that a 2-year reduction in capital spending would create an 
unacceptable risk to the Federal investment and Conrail's future 
profitability. 

It noted that Conrail and the U.S. Railway Association agree 
that reducing maintenance programs for 2 years will not cause 
serious problems if catchup funds are available at the end of that 
period. We agree that a short term reduction in capital programs 
may not be critical but think that reduced capital spending beyond 
2 years could risk a return to an inadequate rail freight system in 
the Northeast. 

This concludes the prepared statement, Mr. Chairman. 
Mr. FLORIO. Mr. Madigan? 
Mr. MADIGAN. Mr. Birkle, I suppose the question I would like to 

ask or what I would like for you to expand upon is where you 
delineate the various courses of action you think are available to 
Congress. One of those is to "seek an alternative solution to rail 
problems in the Northeast." 

Exactly what does that mean or what do you intend for that to 
mean? 

Mr. BIRKLE. I would like Mr. McLure to address that. 
Mr. McLuRE. There have been a number of proposals as to how 

various changes can be made to the present situation. We have not 
analyzed those proposals. I cannot tell you definitively whether 
they or any other solutions would be best. 

The body of work we have developed on Conrail has generally 
shown that Conrail is progressing toward profitability although 
more slowly than originally anticipated. Whether substantial 
changes are needed really depends, I think, on what happens over 
the next few years and what effects regulatory reform would have 
on Conrail's business. 

As we state in our report we think regulatory reform is needed 
and could have a salutary effect not only on Conrail but on the 
entire industry. 

Mr. MADIGAN. The alternative solution, I assume what that 
means is the breaking up of Conrail? Is that the proposal you are 
talking about? 

Mr. McLuRE. That is one proposal. We are not necessarily talk- 
ing about any of the particular proposals. 

Mr. MADIGAN. What other proposals are there? I am not familiar 
with them. 

Mr. McLuRE. There are proposals to trim Conrail's system sub- 
stantially but leave the corporation intact. There are proposals to 
allow other railroads to bid for and obtain certain parts of Conrail. 
There have been proposals to break Conrail up into operating 
pieces although I think by now most of those proposals have been 
discounted. 
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Mr. MADIGAN. Has your office looked at the impact on the Gov- 
ernment considering the Government's responsibility to the Penn 
Central creditors, what the impact on the Government would be if 
the Government chose to encourage one of those alternative solu- 
tions? 

Mr. McLuRE. We have not analyzed that. 
Mr. MADIGAN. Thank you, Mr. Chairman. 
Mr. FLORIO. Mr. Lee? 
Mr. LEE. Thank you, Mr. Chairman. 
Mr. Birkle, the first question I would ask is, "Did you show the 

courtesy to Conrail in the formulation and development of this 
report so they had the opportunity to sign off? Did they concur 
with the report you submitted to us?" 

Mr. BIRKLE. We met with Conrail and showed them the draft of 
the report and discussed the findings. We thought we had their 
agreement on our findings and conclusions. There was a misunder- 
standing unfortunately about that. 

We have since issued an errata sheet and sent it to the people 
who have received the report to show Conrail and USRA do not 
agree with our conclusions. I think basically they agree with the 
facts in the report but there was a misunderstanding about the 
report conclusions. 

It is unfortunate that happened. We hope it does not have an 
adverse effect on our relationships with Conrail which have been 
very good. We will still be continuing to do audit work at Conrail. 
We certainly hope this misunderstanding does not hurt that work. 

Mr. LEE. Sir, I have had the opportunity to look at your report in 
some detail and I tried to keep some notes as I went through the 
detailed reading of the GAO report. I would like to ask you to bear 
with me as I attempt to articulate some understanding or misun- 
derstandings as far as your report is concerned. 

I think there is an apparent contradiction in your report as I 
read it. Let me quote from the covering letter accompanying the 
report. "We believe curtailing track programs and additions and 
improvements to the physical plant for 1980 and 1981 would pose 
an unacceptable risk to the Federal investment and Conrail." 

Later on in the report GAO states, "If Conrail defers mainte- 
nance on its system and regulatory reform permits it to rejuvenate 
its capital spending programs in 1982 Conrail probably can live 
with the $3.3 billion already authorized." 

As I look at those two quotations I see a distinct contradiction. 
Which side should I come down on? 

Mr. BIRKLE. We come down on the unacceptable risk side; even 
though they could live 2 years or get by for 2 years we think it is 
an unacceptable risk because there is no real assurance they will 
have the money at the end of that time to rejuvenate the track; the 
money they hope to get through regulatory reform. 

We do not think there is a need to take that kind of a risk. Even 
though they could tighten their belt and get by we still feel it is an 
unacceptable risk. 

Mr. LEE. Sir, where is the risk precisely? Is it in the deregulation 
facet or in the current management? 

Mr. BIRKLE. It is probably a combination. If deregulation does not 
go through in the form Conrail anticipates or hopes for that would 



be one type of fund reduction. Their forecast of profit and operat- 
ing expenses which they came out with after the August plan 
indicated a little bit darker picture, so there would be less funds in 
that respect. 

Mr. LEE. Are you aware that the current revenue picture as I 
understand it for Conrail is approximately 20 percent off from the 
USRA projections of 1975 given the fact steel and auto transporta- 
tion or shipping is down substantially. That would have a direct 
bearing on the situation to say the least. 

Would you agree? 
Mr. BiRKLE. Yes. 
Mr. LEE. Continuing on with some of the notes I kept in reading 

your report, Mr. Birkle, and again trying to understand precisely 
what it is you are suggesting in your report, I think the very 
pertinent question my distinguished colleague from Illinois put, are 
you advocating we do nothing; that Conrail sell off; advocating 
deregulation; advocating Congress appropriate more money? 

Those seem to be the four options that I see. Which of those four 
or other options are you advocating? 

Mr. BIRKLE. Initially, when we sent the draft to Conrail for 
comment, we were recommending more funding. Since then we 
have heard Presideni; Carter's speech about budget reductions. We 
know there are a lot of priorities for money in many programs 
throughout the Government. We did not feel it was quite appropri- 
ate for us to say to the Congress that they should appropriate more 
money for Conrail. 

I think it is something they have to decide based on the priorities 
they have for the funds available. 

We can fall back and say there should be some regulatory reform 
and that would help. We have been advocating that for some time. 

While we did not come down and say there should be more 
funding, we point out without this additional money, either 
through regulatory reform or through appropriations, it is, in our 
opinion, an unacceptable risk over the next 2 years that Conrail 
will be able to keep up their track and other capital programs. 

Mr. LEE. Mr. Birkle, does that not leave Conrail sort of in the 
dark? Their management plan which delineated the use of the $3.3 
billion as I understand it is quite explicit. 

Is it not the responsibility of the Congress and the administra- 
tion to set the policy in what direction we want our rail network to 
go? Are we not being somewhat irresponsible by not suggesting or 
recommending what direction we want them to go, either give 
them more money or say you should deregulate. 

Should we not set the policy? 
Mr. BIRKLE. I think so. 
Mr. LEE. What are you recommending as far as a policy is 

concerned? I would think that would be a major objective of the 
report. 

Mr. BIRKLE. Deregulation. We have supported that all along. I 
think another possible approach would be the legislative committee 
could authorize additional funding if needed. In other words maybe 
not appropriate it right away but at least authorize additional 
funding in case the climate does not change to the point where 
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Conrail has their own funds to do the capital rejuvenation they 
want to do starting in 1982. 

Mr. LEE. Mr. Birkle, what is "deregulation" by your definition? 
Mr. BIRKLE. There are many different forms it could take. Maybe 

it would be better if I asked my colleagues to answer. 
Mr. McLuRE. As you know it embodies many different things. As 

we point out in our report regulatory reform could range from 
giving the Interstate Commerce Commission more freedom to con- 
tinue administrative reforms they have made, or on the other 
extreme, pulling back completely and saying railroads can compete 
in the free enterprise system without any fetters at all. 

There are several proposals on the Hill now. We generally agree 
with the House proposal and the Senate proposal although, as in 
any proposal, there are things we think are better than others. We 
are not endorsing any particular approach at this point and would 
want to note what ICC has done has made considerable improve- 
ment and particularly Conrail's freedom in the pricing area. 

Mr. LEE. Would it be safe to conclude that what you are really 
saying is you are endorsing the concept of deregulation without a 
precise definition as to what "deregulation" is which would be 
somewhat similar to the overall report; you are covering a lot of 
turf but not really coming down with explicit recommendations as 
to what direction the policy should take? 

Mr. McLuRE. I think that is a fair characterization. 
Mr. LEE. Mr. Chairman, I yield back my time, sir. 
Mr. FLORIO. Thank you. 
All of your calculations with regard to the impact of deferred 

maintenance and capital spending were done with the present 
configuration of Conrail? Did you work out any alternative scenar- 
ios? 

Mr. MCLURE. NO. 
Mr. FLORIO. YOU did everything in line with the present configu- 

ration? 
Mr. MCLURE. Yes. 
Mr. FLORIO. Which aspect of regulatory reform do you see being 

of the most assistance to Conrail in resolving this particular prob- 
lem we have of capital expenditures? You seem to hold out in your 
report that is one of the main benefits that is going to be of 
assistance to Conrail. 

Which part of regulatory reform do you see as most important to 
resolving this problem? 

Mr. MCLURE. Mainly freedom to set their prices at least within a 
certain range as they see fit and the freedom to adjust their system 
according to the traffic levels that occur as a result of their pricing. 

Mr. FLORIO. "Adjust their system," meaning what? 
Mr. MCLURE. Limit service over certain portions of the system or 

in fact abandon parts of the system. 
Mr. FLORIO. DO you see there is a need to modify or shrink the 

overall system? 
Mr. MCLURE. Conrail and the U.S. Railway Association think 

there is. 
Mr. FLORIO. What do you think? 
Mr. MCLURE. I personally think pricing adjustments will result 

in a need for Conrail to change the levels of service over parts of 
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their system and let parts of their system go. Those parts of the 
system would not disappear necessarily. The railroad and the U.S. 
Railway Association speak in terms of rationalization which is a 
process of making rights of way and rail line itself available to 
State or local authorities or private industry if they wish to contin- 
ue service over those portions of the system. 

That is another reason we feel continued maintenance would be 
useful because there are Federal programs to contribute to State 
and local authorities taking over parts of the system. If Conrail 
does need from its own perspective to limit service over portions of 
the system then continued maintenance it seems to us would lessen 
the impact on Federal assistance for State and local authorities. 

Mr. FLORIO. DO we think it is an appropriate use of Federal 
dollars to continue to maintain, and perhaps even upgrade, lines 
that will be affected by deregulation to provide the Conrail system 
with the ability to unload them to someone else such as a private 
carrier or States or communities? 

Mr. McLuRE. That is an appropriate question. 
Mr. FLORIO. Can we assume that in the deferral process, which 

apparently is going to take place, that Conrail will use its best 
judgment as to where it can use its limited resources so as to 
achieve the end goal—having a viable for profit system? 

Mr. MCLURE. Our understanding is to date Conrail has not spent 
any extensive Federal money or its own money in rehabilitating 
other than the main portions of its system; those portions of its 
systems that carry most of the freight and would be continued in 
service. We would strongly object if they had spent their money in 
other places. 

It seems to us what we are talking about is not curtailing main- 
tenance on the bulk of the system but curtailing on important 
parts of the system. They have estimated they would abandon 
under the largest abandonment suspicions they have about one- 
fifth of the system and maybe a bit more. 

They have reduced in their August plan their expected capital 
expenditures considerably more than that which indicates to us 
they probably are not intending those reductions to go on the 
portions of the system where they think it will limit service. They 
are talking about more important parts of the system. 

Mr. FLORIO. YOU are anticipating 2-year deferrals will be over the 
main portion of the line? 

Mr. McLuRE. We think substantial parts of it will have to be. 
Mr. FLORIO. When you used the term "unacceptable risk" I got 

the impression from your testimony that the unacceptable risk 
aspect is something other than if deregulation takes place; traffic; 
and weather which there is no control over. Are not talking about 
risk in the sense of the plant physically falling apart as a result of 
the 2 year deferral? 

Mr. BiRKLE. Not in 2 years completely falling apart. It would be 
a step toward that if rejuvenation did not take place and increased 
capital spending did not take place at the end of the 2 years. 

Mr. FLORIO. Is that not always the case? If we can foresee that at 
some point there will not be sufficient revenues to maintain the 
plant, would there always be an unacceptable risk that the absence 
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of an appropriate amount of money would result in an ultimate 
deterioration? 

Mr. BiRKLE. I think it is a needless risk because if maintenance 
is continued at normal levels and regulatory reform or whatever 
other management improvements Conrail makes results in profit- 
ability in 1981 or 1982 then they will not have to catch up on the 
maintenance they have deferred and the total investment will be 
minimized. 

Mr. FLORIO. What was the basis of your figure of $587 million to 
cover the capital program? I assume that is what you regard as the 
shortfall that would be needed to continue maintenance under the 
current plan? 

Mr. McLuRE. That is Conrail's figure that they gave to the 
United States Railway Association as part of an alternate plan. 
USRA asked them to estimate what it would cost for them to 
maintain normal maintenance programs and the possible problems 
associated with not getting regulatory reforms. 

That is sort of a maximum possible. 
Mr. FLORIO. It is your understanding Conrail's position is that, 

although they would like to have that $587 million, the absence of 
the $587 million in their opinion would not constitute an unaccep- 
table risk such that by deferring maintenance we could adjust to 
that loss? 

Mr. McLuRE. I am certain they are prepared to talk about that. 
That is our understanding of their position. 

Mr. FLORIO. Thank you very much. Mr. Madigan? 
Mr. MADIGAN. I would like very much if you gentlemen would 

submit to the subcommittee the number of requests for various 
kinds of investigations that the General Accounting Office has 
received from Members of the House and Senate during the past 
fiscal year compared to the number received during the previous 
fiscal year; the staff levels in the General Accounting Office for 
both of those years and the total authorization for both of those 
years. I thank you very much. 

[The following information was received for the record:] 

GAO RESPONSE TO MR. MADIGAN'S QUESTION 

In Tiscal year 1979, GAO operating divisions received 785 requests for audits and 
evaluations from committees and 723 requests from Members. We also responded to 
834 Member requests concerning claims by and against the U.S. Government involv- 
ing Government contracts, employee pay and allowances, or travel and transporta- 
tion. 

In fiscal year 1978, GAO operating divisions received 776 requests from commit- 
tees for audits and evaluations and 706 requests from Members. We also responded 
to .573 Member requests concerning claims by and against the U.S. Government 
involving such subjects as Government contracts, employee pay and allowances, and 
travel and transportation. 

GAO STAFF LEVELS 

Mtssonal      Othef Total 

Employees on rolls at Oct. 1, 1978       4,166        1.064        5.230 
Employees on rolls at Sept 30, 1979       4,067        1,007        5,074 

The fiscal year 1979 appropriation for GAO was $18.5.9 million of which $2.0 
million was not available for obligation by provision of Public Law 95-391. 

The fiscal year 1978 appropriation for operating GAO was $176 million. 
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Mr. Lee? 
Mr. LEE. Thank you, Mr. Chairman. 
Again from the notes that I kept from your report, if you had 

been told by Congress as Conrail was in 1978 that $3.3 billion was 
going to be the extent of the funds to be allocated for their man- 
agement and for fulfilling their goals and objectives and the admin- 
istration's budget which does not propose any additional funds for 
1981, what would you do differently than what Conrail is currently 
doing to protect this investment? 

Mr. BiRKLE. It is hard for me to say what I would do in their 
position. I can see the merits of their position. It is just that time 
has changed between 1978 and today. Because Congress chose to 
appropriate $3.3 billion does not necessarily mean they would not 
be willing to give more money if they needed to protect their 
original investment. 

As we point out in the report, with the substantial investment 
that has been made by the Federal Government, do we want to 
take the risk of losing the benefit of that by not appropriating a 
little bit more to keep the system in a good state of repair? 

Mr. LEE. YOU are suggesting that more money should be appro- 
priated to protect the investment? 

Mr. BiRKLE. We did not make that recommendation. 
Mr. LEE. I am aware of that, sir. I hear you saying something 

different than what your report says. 
Mr. BiRKLE. I think it is up to the Congress to decide whether or 

not they should appropriate more. 
Mr. LEE. I think in the end that what you are saying in this 

report is you are recommending Conrail be forced to spend more 
money at least as I read the report and I think with all due respect 
to the report you submitted that I would like to characterize this 
report possibly as the Trojan Horse. 

It seems on the one hand you are flagellating the Conrail Corpo- 
ration for reducing its program but then you seem to be unwilling 
to say they should be forced to spend more money or should be 
given more money to protect the investment you were attempting 
to evaluate and analyze in your report. 

I think the report if I may say so, seems to fall far short of the 
explicit recommendations that I think this committee would like to 
see and I am sure our colleagues in Congress would like to be 
advised, particularly as one member who has a lot to lose in the 
Northeast if we do not protect the investment we have made and 
expand the service which is so critical in the northeastern part of 
the country. 

I do not know whether you agree with that assessment; you 
probably do not. It falls far short in my judgment of the explicit 
recommendations that I think we were looking for. 

Mr. BiRKLE. An explicit recommendation would depend on the 
extent to which regulatory reform is enacted. You would not need 
to appropriate as much or any if the regulatory reform is enacted 
in the form Conrail would like to have and would enable them to 
earn more money. 

There are other factors involved. We cannot sit here and say 
Congress should appropriate more money until we really know 
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what is going to happen on regulatory reform. That could be one of 
the reasons why we backed off on the recommendation we had in 
the draft. 

Mr. LEE. Your colleague was speaking to the point of deregula- 
tion and possibly that is the remedy that could help with this 
situation. 

Mr. BiRKLE. That is correct. 
Mr. LEE. Thank you, Mr. Birkle. Mr. Chairman, I yield back my 

time. Thank you very much. 
Mr. MADIGAN. Thank you, Mr. Lee. Gentlemen, thank you very 

much for coming this morning. 
Our next witness was to be Congressman Dodd. He has not yet 

arrived. We will proceed with John Sullivan, Administrator of the 
Federal Railroad Administration who is accompanied by Mr. Galla- 
more and others. 

STATEMENT OF JOHN M. SULLIVAN, ADMINISTRATOR 
FEDERAL RAILROAD ADMINISTRATION, DEPARTMENT OF 
TRANSPORTATION, ACCOMPANIED BY ROBERT E. GALLAMORE, 
DEPUTY ADMINISTRATOR, STEVEN R. DITMEYER, ASSOCIATE 
ADMINISTRATOR, POLICY AND PROGRAM DEVELOPMENT, AND 
TIMOTHY MURPHY. ACTING DIRECTOR. OFFICE OF NORTHEAST 
FREIGHT PROGRAMS 
Mr. SuLUVAN. Mr. Chairman, on my right is my Deputy, Mr. 

Robert Gallamore. To his right is Mr. Steve Ditmeyer, my Asso- 
ciate Administrator for Policy and on my left is Mr. Tim Murphy 
who is our Acting Director of FRA's Office of Northeast Freight 
Programs. 

Mr. Chairman, I am pleased to be able to appear before you 
today to present an overview of Conrail's financial prospects from 
the perspective of the Department of Transportation. 

In calendar year 1979 Conrail had the best year in its 4-year 
history. It generated a net loss on the order of $180 million; half 
the loss it incurred in 1978. It also obtained a $200 million improve- 
ment in cash flow from operations over 1978 levels. 

The Corporation expects a performance drop in calendar year 
1980 due largely to unfavorable projections for the national econo- 
my and resulting traffic declines. Yet Conrail expects to improve 
its financial performance in calendar year 1981 as the economy 
progresses and traffic levels improve. 

Conrail does foresee financial challenges due to the 1980 per- 
formance problem. It believes it can meet them through calendar 
year 1981 with a combination of initiatives; operating efficiency 
improvements; creative rate actions that depend on regulatory 
flexibility; slowdowns in track rehabilitation and plant additions 
and careful financial management. 

Thus the Corporation has not requested a new Federal authoriza- 
tion in fiscal year 1981 and the administration has not budgeted 
any financing over the existing $3.3 billion. 

For several reasons FRA considers this no funding position to be 
the most responsible and feasible course of action. Conrail's per- 
formance improvement between calendar years 1978 and 1979 sug- 
gests that Conrail's management is gradually succeeding in control- 
ling operations and in achieving some productivity improvements. 
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Better than expected performance in the first quarter of calendar 
year 1980 has helped to reduce Conrail's first quarter drawdowns 
by about $100 million from previously budgeted levels. We trust 
that this Congress will pass a regulatory reform bill for the rail 
industry that will allow Conrail the ratemaking flexibility it needs 
to achieve the financial results it forecasts. The recent compromise 
between the Southern Railway System and Conrail on joint rates 
strengthens our belief in the prospects for timely regulatory reform 
legislation. 

Despite these positive factors a forecast such as Conrail's is only 
as good as the assumptions on which it is built. Ultimately these 
assumptions may prove to be over optimistic in several aspects. 
The national and northeastern economies may perform more 
poorly than Conrail expects. The Congress may fail to legislate 
meaningful regulatory reform for the rail industry. The Corpora- 
tion itself may fail to achieve the operating efficiencies it seeks. 
Under any of those circumstances Conrail could develop emergency 
financing requirements in fiscal year 1981. 

In that event the Department would consider requesting funds to 
allow Conrail to complete up to its 1980 and 1981 fixed plant 
rehabilitation and improvement programs at their currently bud- 
geted levels. We would present to the Congress at that time our 
recommendations as to the amount and funding mechanism. We 
would not fund any 1980 or 1981 capital programs above the cur- 
rently budgeted levels. I say that because Conrail has not demon- 
strated that the impacts of the ongoing deferrals would be debili- 
tating in the 1980 to 1981 period, irremediable thereafter or con- 
trary to the long term interests of the Corporation. 

Also substantial regulatory reform in 1980 and 1981 could lead to 
shifts in traffic volume and composition that would alter Conrail's 
future fixed plant needs. An augmented program in 1980 and 1981 
could run counter to these prospective changes in traffic patterns. 

Of course Conrail may identify a need for a new Federal authori- 
zation in fiscal year 1982 and beyond. In that eventuality we may 
wish to employ an approach similar to that of title V of the 4R act 
in which fixed plant rehabilitation and improvement funds would 
flow to Conrail through the Department on a project by project or 
group of projects basis. 

We believe that Conrail eventually should be placed on an even 
footing with the railroad industry in applying for the limited 
amount of Federal funds available for railroads. We will have a 
better appreciation of the Corporation's prospects in fiscal year 
1982 and thereafter when we receive Conrail's 5-year business plan 
for calendar years 1981 through 1985 this coming June. 

We would appreciate swift committee consideration of the Con- 
rail 3R act title V labor protection provisions which we recently 
forwarded to Congress. 

Mr. Chairman, this concludes my remarks. I would be pleased to 
answer any questions. 

Mr. MADIGAN. Thank you. Mr. Lee? 
Mr. LEE. Thank you, Mr. Chairman. 
Mr. Sullivan, could you expand on your recommendation under 

the 3R act and the labor provisions? What are you recommending? 
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Mr. SULLIVAN. Actually that would entail additional authoriza- 
tions. It would also entail fixing the formula that the labor protec- 
tion is computed on to eliminate windfall payments to individuals. 
I would be happy to supply for the record the full proposition. 

Mr. LEE.  In essence is that request asking for more money? 
Mr. SULLIVAN. Yes, sir. 
Mr. LEE. HOW much more money? 
Mr. SULLIVAN. It is $235 million. 
Mr. LEE. On page 3 of your testimony you indicate you would not 

fund any 1980 or 1981 capital expenditure or programs above the 
currently budgeted levels. Can you expound on that point? 

Mr. SuLUVAN. I guess it comes from kind of an approach where 
if I am the banker for a business and the business does not ask me 
for money I do not want to push any in their door. I think Conrail 
has got ahold of a tiger. They have done very well with it. They see 
some bad times ahead in traffic downturns. They are sensibly 
stretching out their use of their capital dollars and yet they are not 
completely abandoning the work that needs to be done. 

I think the budget that represents a decrease still represents 
spending $200 million on track work; $90 million on additions and 
improvements. In capital investments in locomotives and cars, Con- 
rail's budget for 1980 represents an increase over 1979 levels. 

I think it shows good targeting by Conrail management in a time 
of very severe financial conditions.  I think that is good sense. 

Mr. LEE. On page 2 in the second paragraph you allude to the 
assumptions upon which the revenue statement evidently is pro- 
jected for Conrail and take into consideration the status of the 
national and northeastern economy situation. 

Do you have any different facts than the assumptions that were 
made? Do you think they are valid assumptions or invalid? 

Mr. SuLuvAN. I guess what we are saying is they are assump- 
tions that are subject to variance. In other words you can assume a 
certain level of traffic but if business conditions are say 10 to 15 
percent worse than you anticipated you will experience a negative 
variance. 

I think I have read in a recent quote from Mr. Jordan that 
automobile traffic right now is off about 17 percent. 

These will vary commodity by commodity but basically they are 
making assumptions that are subject to variance. 

Mr. LEE. That was the point I was trying to make with Mr. 
Birkle. It is my understanding the 1980 revenue projections are off 
some 20 percent from what the USRA report projected back in 
1975 compounded by the point that you are making with the fall 
off in steel shipments and auto shipments that exacerbate the 
current situation. 

Thank you very much, Mr. Sullivan. Mr. Chairman, I yield back 
my time. 

Mr. MADIGAN. Thank you, Mr. Lee. 
Mr. Sullivan, apparently some traffic on Conrail moves at rates 

less than what Conrail could presently charge without going to the 
Interstate Commerce Commission for any type of approval of the 
rate increase. 



16 

Presumably traffic moves at that rate of fare because of compet- 
ing modes of transportation that would take the traffic away if 
Conrail attempted to raise rates to a more compensatory level. 

When we talk about rate deregulation being the solution to the 
problems of Conrail, I guess we need to understand how much of 
Conrail's freight is going to still move at less than compensatory 
rates because of competition. 

I wonder if the FRA has a study of that or knows what the 
answer is to that question? 

Mr. GALLAMORE. Let me attempt an answer, Mr. Chairman. It is 
entirely possible Conrail would continue to carry some traffic at 
less than compensatory rates because of competing modes but it 
would not do that for long under a deregulation approach or under 
the existing regulatory scheme. 

Eventually the investment requirement would not be worth it 
and that traffic should be abandoned in some way. It is far better 
for them to take an aggressive approach that says let's try to get 
the rates up on that traffic to make it compensatory. 

My point is simply that you cannot for long carry traffic that you 
are losing money on. I think Conrail realizes that. 

Under the new regulatory scheme that we are happy to see 
working its way through the Congress, Conrail would have more 
flexibility to do that. You are right that there is traffic that is 
moving at less than compensatory rates. I believe it probably is 
true that there is traffic that Conrail could raise the rates on even 
under the present scheme but would not do that right now because 
of a short-term-cash impact it might have. 

It cannot continue for long. That would be our point. 
Mr. MADIGAN. IS that a large enough percentage of their busi- 

ness that if they eliminate that traffic by raising rates then the 
total financial capability of Conrail will be so reduced, that they 
would not be able to afford to maintain the type of overhead 
structure they presently have? 

Mr. GALLAMORE. That certainly is a possibility and one would 
have to be very careful that where rate adjustments are made that 
corresponding adjustments in the physical plant and facilities are 
made. 

We have gone through some of that work in our analysis with 
the Railway Association. This has to be done in a study context. It 
is not done in the real world. When we look at a line to see 
whether it might be a viable line, the traffic on that line is consid- 
ered as to whether it is compensatory so that a whole segment of 
traffic or track can be considered together. 

I do believe with rate adjustments we can save some lines that 
otherwise would be lost and while it may be painful to shippers 
involved on the immediate line it may be far preferable than losing 
the line altogether and having to shift to another mode. 

Mr. MADIGAN. We hear complaints from shippers on lines where 
traffic originates other than Conrail but which is interlined to 
Conrail. They say even though transferring to another mode of 
transportation like truck is expensive for them, even though it 
costs more than it would cost to move the traffic of their products 
by rail, they are switching to trucks because the Conrail portion of 
the service is so poor that they cannot continue to depend on it. 
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I am talking about people in the Carolinas trying to ship furni- 
ture and people in other parts of the South trying to ship fruits 
and vegetables. 

Do you have those kinds of complaints at the FRA? 
Mr. SULLIVAN. If I may say, Mr. Chairman, they are few and far 

between. I do not think we would be the forum for direct com- 
plaints. 

My perception is in the time they have been in the saddle Con- 
rail has made considerable improvements on their service prob- 
lems. I think the question of what commitment they should have to 
assets in a marginal market where a slight increase in their rate 
would lose traffic is a judgment that management has to make and 
I would hope they would make the judgment on getting adequate 
compensation so even if they would lose certain amounts of traffic, 
that would get them out of a market and let them dispose of the 
assets committed to that market and lower their overall cash re- 
quirements, even if they did have to slim down their overhead and 
management structure to accommodate themselves to the market 
that is really there for them. 

There are definitely some service sensitive commodities that are 
more suited to truck delivery rather than rail delivery. 

Mr. MADIGAN. I continue to be concerned about the ultimate 
possibility of having to go to the floor of the House of Representa- 
tives and ask for more money. We just went for another $750 
million on the Northeast corridor yesterday. That brings that to $3 
billion. Here is over $3 billion that has already been invested in 
Conrail. 

It is difficult, Mr. Sullivan, to continue going to the floor of the 
House of Representatives and asking for more money. There does 
not seem to me to be adequate assurance that deregulation is going 
to solve the problems of Conrail if the Conrail system is too big; if 
the service on the Conrail system is inferior, on an interim basis it 
is being suggested to us that all we need to do is just defer mainte- 
nance. 

Do you not think deferring the maintenance is ultimately just 
going to cost more? It still has to be done. It is going to have to be 
done probably at inflated prices. 

Mr. SULLIVAN. AS I understand it Conrail is targeting their main- 
tenance in a way that they are able to make do with the suggested 
levels without a severe impact on their ability to delivery service 
without the need of creating a lot of slow orders which would be 
coming in if the track were really deteriorating. 

I think the larger danger here is this is debt for Conrail's corpo- 
rate structure and their corporate future and you get to a point 
where the amount of debt you are taking on may be what sinks 
you rather than stretching out your capital improvements a little 
bit. 

It is a very fine judgment. I am happy to sit here and support 
Conrail's management in the judgment they are making because I 
think what we can see is they do have the ability to target these 
moneys and at a time like this we are happy frankly that they are 
not coming to you for more dollars. 
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Mr. MADIGAN. Of course that could just indicate a sensitivity on 
our part about what I am already talking about, the burden for us 
in trying to get the dollars. 

Mr. SULLIVAN. Yes, sir. 
Mr. MADIGAN. Instead of making a good management decision 

they might be making a political judgment and then making a 
management decision taking into account what the politics are up 
here. 

You know what we did with the Rock Island yesterday on the 
House floor and what we have previously done with the Milwau- 
kee. Do you think that is the ultimate solution to Conrail, to allow 
Conrail to be acquired by other railroad operations? 

Mr. SuLUVAN. I guess what I feel in the case of the Rock Island 
and in the case of the Milwaukee there were major identifiable 
segments of those railroads that in any stretch of anyone's imagi- 
nation would not become viable. I think in the case of Conrail you 
have a railroad that has gross revenues in the neighborhood of $4 
billion covering an area where there is a tremendous amount of 
industrial activity. There is a tremendous amount of consumption 
of all sorts of products. 

I am inclined to think that out of their territory can emerge a 
viable railroad. I do not think I have yet seen that map that draws 
the right segments or the right sell offs that are exactly the right 
answer. 

What we have seen in the work we have done so far in analyzing 
fire wall concept of chopping off the eastern end of the railroad is 
essentially there is no fire wall. There are good and bad segments 
of the railroad in all various segments of it. 

Inevitably given the regulatory climate to price their service 
according to what they see in a particular market and commensu- 
rably reduce their costs as necessary, I think Conrail can emerge 
into a viable private sector railroad. I think it is going to take some 
doing but I think it can be done. 

Mr. MADIGAN. Under the supplemental transactions provisions of 
the 3R act which provides authority for restructuring rail proper- 
ties, has any restructuring taken place in Conrail? 

Mr. SULLIVAN. Yes, sir. Mr. Murphy can tell you the status of 
that right now. 

Mr. MURPHY. There has been one proposal submitted under that 
process. It involves the transfer of two rail lines to the Providence 
and Worcester. That has gone through the full administrative proc- 
ess and is now before the special court for consideration which is 
the last stage in that very lengthy process. 

Mr. MADIGAN. IS it possible to assign the fair market value as 
the net liquidation value until the valuation case is settled? 

Mr. MURPHY. The evaluation that was imposed in the one propos- 
al to date used going concern value based on Conrail's analysis that 
showed that the line in question was a money maker for it. That 
price is now being considered by the special court as to whether or 
not it is fair and equitable to Conrail. 

We only have the one proposal and in this case an apparently 
profitable line and going concern value was used in that one situa- 
tion. 
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Mr. MADIGAN. That is of the total of all the restructuring that 
has been done under that provision of the 3R act? 

Mr. MURPHY. That is correct. 
Mr. MADIGAN. Mr. Sullivan, I am sure Mr. Florio had questions 

which he wanted to ask you. He is obliged to be at another meet- 
ing. I do not want to delay you until he comes back. I am going to 
ask unanimous consent to make his questions a part of the record 
and ask you gentlemen if you would submit the answers in writing. 

Mr. SULLIVAN. We would be happy to, Mr. Chairman. 
Mr. MADIGAN. We do very much appreciate your coming down 

and being with us this morning. Thank you. 
Congressman Dodd is still not here so we are going to proceed 

with Edward G. Jordan, Chairman and Chief Executive Officer, 
Consolidated Rail Corporation who is accompanied by Mr. 
Sweeney. 

STATEMENT OF EDWARD G. JORDAN, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, CONSOLIDATED RAIL CORPORATION 
Mr. JORDAN. YOU have stated that the purpose of this hearing is 

to discuss the possible need for additional Federal funding for 
Conrail and the alternatives available to the Government. With 
your indulgence I do not believe anyone can adequately discuss 
either or both without addressing the central question of whether 
the members of this committee and the entire Congress still believe 
that the goal of rail service in the Northeast includes a self-sup- 
porting Conrail which is part of a financially independent rail 
industry. 

If the Congress wants to maintain existing levels and patterns of 
rail service with the existing rate structure and regulatory system 
along with a diminishing traffic base regardless of the cost to the 
teixpayer then the answer is yes, Conrail will need more money. 
For in that situation it will remain a conduit for hidden subsidies 
to those shippers who are not paying the full cost of the services 
provided and to other railroads who because of inequitable divi- 
sions receive an unfair share of overall revenue. 

Likewise more Federal funds will be needed if the Government's 
objective is to rehabilitate every mile of track despite continuing 
traffic declines and inadequate rate levels for some of that traffic 
which taken together result in unprofitable operations. 

Members of the Congress should and I think do bear in mind 
that an investment becomes a subsidy when it grows too large to 
be paid back or when additional funds simply do not earn a rate of 
return equal to their present costs. The investment required for 
continuing the existing system with no fundamental change is very 
likely to result in that sort of investment in our judgment. 

On the other hand if Congress still wants an economically viable 
rail freight system in the Northeast and is willing to take the 
necessary action to allow that to occur, fundamental regulatory 
change, then the probability will be greatly diminished that Con- 
rail will need more than the $3.3 billion in Federal money already 
authorized as I think both of the previous witnesses have stated as 
well. 

Thus as a prelude to determining whether Conrail will need 
additional funding Congress must first clearly define its objectives 
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with regard to Northeast rail service and the timing and scope of 
rail regulatory reform. I believe it would be inappropriate and 
imprudent for the Government to advance additional funds solely 
to improve physical facilities without a clear resolution of those 
questions. This clearly must be understood because one of the most 
important lessons learned so far is that the Northeast rail problem 
cannot be solved with money alone; fundamental structural 
changes in the way rail business is done in this region are the best 
assurance that the rail problem can be eradicated. 

Conrail's objectives in its first 4 years have defined our strategy 
and if I may I think it most appropriate to be here today because 
we commence today our fifth year of operation. April 1 is the 
anniversary of conveyance day which is the date we started. 

I would like to describe for a moment the progress we have made 
in that time. 

Conrail's overall objective is that which the Congress specified in 
section 101(B) of the Regional Rail Reorganization Act of 1973. 
That objective is, "The reorganization of railroads in this the 
Northeast-Midwest region into an economically viable system capa- 
ble of providing adequate and efficient rail service to the region." 

In short the intent of the 3R act was to simply provide adequate 
rail transportation to the Northeast region but service on a finan- 
cially self sustaining basis. 

In our view Conrail has made significant progress. In 1979 losses 
were about $200 million below those of 1978. Service quality has 
improved dramatically. In fact in the 4 years since conveyance 
Conrail's losses have been reduced from more than $400 million in 
the first 12 months of operations to about which I would estimate 
$150 million in its most recent 12 months ending yesterday. 

Since 1976 the most massive rehabilitation program in railroad 
history has been successfully undertaken. As I have noted it is now 
abundantly clear that more money alone will not solve the under- 
lying impediments to economic self sufficiency. 

Conrail's August 1979 business plan made that clear and laid out 
Conrail's strategy for managing the Government's investment to 
pursue the twin goals of financial viability and adequate service. 

Because of its importance in considering the issue of additional 
Federal investment in Conrail I would like to briefly review the 
philosophy of that plan. It is based on two key premises and I 
quote, "Conrail will have available from the Federal Government 
the currently authorized $3.3 billion and no more." Second, "The 
Federal Government will reform regulation to an extent which will 
enable Conrail to operate within the currently authorized funding 
while at the same time meeting service goals." 

Those premises reflect the obligation Conrail believes it has to 
develop its plan to function as a private enterprise with the expec- 
tation to limit the funding available to it so as to leave a reason- 
able chance to pay it back. Furthermore we believe we should and 
have identified changes in public policies which would improve the 
likelihood that further Federal investment in Conrail will not be 
required. 

'To continue meeting the statutory goals within the limits of 
available funding Conrail has stated clearly that it must make 
temporary reductions in its rehabilitation programs during 1980 
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and 1981. Nonetheless Conrail's 1980 rehabilitation programs will 
total approximately $476 million. 

In these programs the corporate strategy is to preserve the gains 
already made. For example we will emphasize surfacing roadbed, a 
cost effective means for maintaining upgraded track and we will 
continue rehabilitating strategically important segments of the 
railroad that remain in bad shape. 

In the judgment of Conrail's management and Board of Directors 
these reductions can be made without significantly affecting serv- 
ice levels because of the substantial progress Conrail has made 
over the past 4 years in rehabilitating its yards and terminals; 
upgrading its equipment fleet and  restoring its track network. 

I would point out for example that at the end of 1979 only about 
170 miles of Conrail's 5,110 mile core route system remained sub- 
ject to slow orders and few if any of those affected operations. 

Indeed the 1980 program will result in a reduction of slow order 
miles by the end of 1980 as compared to the beginning of the year, 
not as has been alleged an increase. Moreover these critical yards 
and terminals which have been identified for rehabilitation are 
continuing to be fixed and recently we approved the start up of the 
Elkhart yard project which is the last major one to be undertaken. 

While Conrail will be unable to make major additional gains in 
overcoming the remaining deferred maintenance during the next 2 
years the progress already made mitigates the effects on operations 
of a reduced rehabilitation program. This is consistent with what is 
happening to traffic levels in the region. 

In the past 3 years rail tonnage in the Northeast has continued 
the general downward trend of the last three decades. Although 
Conrail has essentially maintained its market share in comparison 
with other major railroads of the region the economic problems of 
the region and changes in its economic base continue to decrease 
the potential for growth. 

Conrail thus is being rebuilt while the use of the rail mode in 
providing freight transportation is diminishing. In Conrail's case 
the result is a system too large for the amount of the business 
available to sustain it. 

Conrail also has provided the Government with two contingency 
plans if deregulation in a meaningful way does not occur. The first 
contingency plan also assumes no further Federal funding will be 
available, Conrail's principal strategy in that event would be to 
substitute a major reduction in fixed plant for the pricing freedom 
of regulatory change as a means of achieving self sustainability 
without additional Federal investment. 

If present regulatory constraints prohibit Conrail from either 
exercising more market freedom to price or from reducing its plant 
Conrail has proposed in that same August plan a second contingen- 
cy plan based on the presumption that the Federal Government 
will invest additional funds. 

Thus the appropriation of additional funds should occur only if 
regulatory reform will not produce needed financial gains or if 
physical plant shrinkage cannot be shown to generate sufficient 
savings. 

I think it is important to note that Conrail has not nor does it 
intend to propose continuous increases in deferred maintenance. 



21 

We have assessed the implications for Northeast rail service if 
there were no regulatory reform, no major geographic cutbacks 
and no additional funding. This analysis was provided to the Gov- 
ernment and showed clearly a plant in 5 years with substantially 
reduced capacity to serve its customers. 

In closing I would like to repeat what has already been said in 
our plan. Conrail has formulated its business plan on the two key 
premises cited earlier because it believes that national policy is 
now directed toward creating an environment in which Conrail and 
the entire national rail industry can reach a point of true financial 
self sustainability. 

Without doubt the status quo, continuation of the present regula- 
tory framework and the consequent insulation of the rail industry 
from the real dynamics of the marketplace could be continued. 
Clearly the financial consequences of that course are certain; a 
continuing and increasing need for substantial Federal subsidy to 
perpetuate a Northeast rail system that carries too much unprofit- 
able traffic on too much trackage. 

Adoption of such a course of action in my judgment is essentially 
an admission that there will not be a private sector solution not 
just for Conrail but ultimately for the bulk of the Nation's rail- 
roads which on the whole also believes that reduced regulation is a 
requirement to survival. 

The plan proposed by Conrail emphasizes the opportunity for 
Conrail to achieve financial self sustainability by freeing it and the 
rest of the rail industry from archaic regulatory restraints thereby 
minimizing further Federal investment in Conrail and providing 
an opportunity for a private sector solution. 

Mr. Chairman, the real issue we are discussing today goes 
beyond the possible need for additional funding for Conrail, to 
whether Congress wants a financially self sustaining rail freight 
system in the Northeast and whether it wants to avoid future 
crises in other parts of the industry. If so fundamental regulatory 
reform appears to be the best means for achieving those goals. If 
not the Nation will pay through subsidies to the rail industry and 
the social cost of meeting other public policy objectives. 

In any case it is the members of this committee and the entire 
Congress who must decide how the Nation will pay for the rail 
service it needs or chooses to have and not whether for the services 
are not and nor will they be free. 

In this regard I would like to submit for the record Conrail's 
annual report for 1979 which elaborates on the progress achieved 
by Conrail and on the public policy choices which now lie ahead. 

I am available for your questions, sir. 
[Testimony resumes on p. 57.] 
[Attachments to Mr. Jordan's prepared statement follow:] 
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Photo at tighl: Conrall's 0«Mitt Yard ri««r SyracuM. NY. 

Conraii is a rail freight 
system that's back on 
the tracic, moving 
toward financial 
self-sustainability. 
Yet, substantial 
obstacles remain 
which will affect the 
track ahead. 



25 

Message from 
the chairman and 
the president 
On behalf ot the Board o( Directors, the 
management, arx) tfie employees o( Conraii, we are 
pleased lo report that Conraii in 1979 made 
substantial progress, upgrading the level of service 
provided lo its shippers and continuing the trend of 
improving financial performance, which began in 
mW-1978 

In 1979 the Corporation reported a loss of 
$178.2 million. In 1978, Conrail's loss lotafed $385.4 
million. The reduced loss in 1979 was encouraging 
in view of the relatively less favorable economic 
conditions that prevailed for rail business in the 
Northeast, particularly during the last six months of 
the year. Consolidated revenue lor 1979 was S3 958 
biltlon.compared with revenue of $3 510 billion in 
1978. Tofirwg© in 1979 was up 2 0 percent over the 
pfevtous year, while net revenue ton-miles were 
essentially stable, increasing 0.2 percent. 

During 1979 Conraii required $729 mlllton In 
government funding, bringing the total federal 
investment since April 1. 1976. to $2 855 billion of 
ttw $3.3 billion authorized Of that sum. 
awoximalely $2 360 billion—or nearly 90 
percent—is represented by rehabilitated or new 
physical assets, plant and equipment, that will 
provide long-term benefits lor rail service in the 
Northeast quadrant of the nation Similarly, the 
additional $830 million in private financing that 
Conraii has obtained since beginning operations to 
acquire new locomotives, freight cars and other 
equipment represents a beneficial investment in the 
region's rail service. 

The 1979 results reflect the cumulative gains. 
detailed later m this report, made by Conrail's vast 
physical rehabilitation programs over the past lour 
years. They also demonstrate the continuing and 
concerted elfort of Conraii employees to manage 
productively and to use those resources to enhance 
service while reducing costs 

During the year, Conrail's "product"—trans- 
portation service to Ireighi shippers—showed 
marked improvement, a trend that started in the 
latler pan of 1978 The level of service improved 
steadily durtng the year, reflecting (he benefits of 
both the physical rehabilitation of plant arxJ 
equipmeni and improved operational management 

Conrail's high-density main lines—its core 
routes—have been restored to the point where they 
enhance, rather than impede, the operation ol the 
railroad Slow orders throughout the system have 
been reduced. The serviceability of Conrail's 
locomotive fleet is approaching that of most other 
railroads, and the deferred maintenance of the 
inherited fleet has been essentially eliminated For 
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•«act«enet». w) marttefnTg tnitiattye*—is mai 
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*w uack.   iwxtowig con«t/uciiv«»y m suppon o< 
tha Northeast economy and as an miegrat pan o< 
tfie natonai 'axfoad natM^orv 

Y«i ft « Clear mat ma/or cc>siac«s. rnany of 
wTucfi are rwl wtKitfy «v>mir. Conra>l !* COTTroi 
contifH^ to •m()ede the patn iCMvard estau<snment 
0( tinanctaity s«tl-susiain'ne operatkons 

• Timaty ary] fundamental reform of the vcheic 
fail regiMtory tramework is essential to anow 
Conraii and otner railroads to shape pr<a$ and 
services to the transponation mancetpiace At 
this t»me legisiat'on to modtty The regjiaiory 
Iramawrortt is moving witntn both houses of 
Congreaa. tha timaig and extent o* such leform 
remain uncertain However, the Interstate 
Commerce CommtsSMXi continues lo move m 
Its dacistone towards a freer market. 

• In general, the ecorwmy of the Northeast 
quadrant ol the nai)on~-and pariiaiiar>y its 
heavy industry components—has lagged 
behind that o» the rest of the United States. 
coniinuir^ a long-term trend of decline m 
rai* tonrtage in the regKX> 

• A key expectation of the Final System 
Plan^tt\ai Conraii would benefit from a major 
iTKrease tn coal tonnages—has failed to 
materialize, thus .Conraii has not benefited from 
the fever>ues thai would have been generated 
by thai increase 

There are other problems as well, ir^cluding 
potential Conraii liability tor labor protection 
provisions ol the RegtorMl Rail Reorganization Act of 
1973. 38 amerxled, increased car htre charges 
resulting from Interslate Commerce Commission 
decisions, potential increases m rail relirernent 
taxes, arxl, despite provtsions of taw to the cont/ary, 
itM tact that Conraii contir>ues to bear finarKiai 
burdens from the passertger arvj commuler services 
It operates under conlracl. 
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Conrail in 1979 

A rail freight system that's back 
on the track 
Atter iS months of intensrve rehabllilalion. and 
continued emphasis on productively managing these 
resources. Conrail m 1979 began lo provide a level 
of service that met most ol the rail trarwportation 
needs of its shippers in the Northeast and Mktwest 
regions Moreover, this service is beneliling the 
interline movement ot treighi with carriers Ol Other 
regions, strengthening an important link in the 
national economy 

Customer service 
Signitkcant progress was made by Conrail in 1979 
by managing its substantially restored plant and 
equipment to provide improved treighi service to its 
Customers 

The Corporation strengthened the management 
Of the transportation function ol Its operating 
depanment. adding a new service control and 
transportation analysis unit, and its complement, a 
new service planning unit in the marketing and 
sales department, thereby equipping management 
to translate promptly customer service requirenwnts 
into better operations 

Conrail's keypoint quality control measurement, 
which montiors service quality on a carload basis, 
improved every month m 1979 over the same month 
in 19/8. ending the year with 76 9 percent of all 
monitored carloads a'imng within 24 hours ol 
schedule 

Car supply—a key ir>gredtent to better 
servtce—also improved m 1979 as a result ol 
continued emphasis on improving the overall 
cofKlttion ol the revenue car fleet and managing It 
lor maximum utilization 

This improved control of the fleet is extremely 
Important to Conrail It provides a constant analysis 
of customer equipment needs, treeing unneeded 
equipment for special marketing Initiatives, For 
example. Conrail was able to establish two 
additional mini-trams tor steel shippers in 1979, tor 
a total ol 11 such trains on the Conrail system. In 
these trains, large numbers ol coil steel cars move 
as untts on expedited schedules m regular trains 
(hat are carelulfy tracked from point of origin to 
point of destination They provide transportation 
cost advantages, faster delivery times and superiot 
cargo protection 

Good car utilization also is important to Conrail 
customers who operate with their own car fleets, 
such as chemical shippers arx] electric utililies. 
Conrail significantly increased the utilization level of 
these private fleets in 1979. Transit time on traffic 
to ar>d from the Southwest—a ma|or region of 
chemical production —improved substantially (n 
1979 For example, transit time between the East 
St. Louis gateway and Conrail's origins and 
destinations in New Jersey and Philadelphia 
decreased from 8 1 days in May to S.6 days in 
December, and the utilization of electric utility fleets 
improved 9 3 percent.compared with 1976 

Service improvements, however, were not 
limited to the operation of trains and the provision ot 
equipnfront An>ong olher etioris made in 1979 by 
Conrail to Improve its customer relationships was 
the appointment of customer service 
representatives in 23 cities These representatives 
have the responsibility for solving customers' 
service problems. 

Loads Delivered Within 24 Hours of Schedule 

»»» IWS ^^^^—  1970 

Car utilization 
Tf>e average utilization of Conrail's revenue freight 
car fleet was about the same m 1979. compared 
with 1978, While uliiizallon (or the first six months 
ol 1979 was above 1978 levels, it dropped below 
those levels m the second halt of the year as 
txisiness levels declined. This decreased utilization, 
resulting in large part from declining business 
levels, was minimized by Conrail's car management 
system, which had proven its eflectiveness earlier in 
the year 

The car management system was established 
In late 1978 II became fully operational in 1979 and 
provided dose supervision ot the car fleet, 
concentrating on matching car allocation with 
customer car requirements and minimizing c«r filre 
costs 
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Rehabilitation progress continuing 
Although a significant portion of the deferred 
maintenance inherited by Conrail from its bankrupt 
predecessors has been overcome, substantial work 
remains to be done before Ihe overall condition ot 
Conrail is on a par with other major railroads As a 
result, Conrail continued  rebuilding its physical 
assets in 1979—track, locomotives and freight cars, 

Tracit 
Track gangs in 1979 installed 3 6 million new 
crossties, laid more than 1.054 miles of rail and 
surfaced 9,525 pass-miles' of track. The cumulative 
gains made in 1979 artd in the three prior years 
brought Conrail's high-density mam lines—its core 
routes—to the point where they enhanced, rather 
than impeded, the operation of the railroad. 

Track work done m 1979 resulted in a net 
reduction of 752 miles of slow orders, a total ot 
4.314 miles of slow orders were removed, and 3.562 
miles of new slow orders were added At the end of 
the year, less than 3.37 percent of Conrail's 
5.110-mile core route system remained subject to 
slow orders, and few of those orders had an impact 
on operations. 

Increased supervision, better planning, 
reorganization of work gangs, improved material 
availability, and improvements to maintenance of 
way equipment resulted m increased productivity by 
track forces in 1979. Compared with 1978. the 
amount of rail installed per track gang increased 40 
percent, the number of ties installed per crew 
increased 12 percent, and surfacing per crew 
increased 18 percent. 

In Reading. Pa , $3 million was invested in a 
shop that builds and repairs track components, such 
as "frogs " and switch pomts. This facilily, built m a 
section of an existing maintenance of way 
equipment repair building, will enable the railroad to 
rebuild track components rather than purchase 
them from outside sources 

Track and signal changes were completed on 
255 miles ot track, enabling trains to operate in 
elltier direction on a single track As a result of the 
completion in 1979 of one such project.   160 miles 
ot railroad can be controlled from a central otfice in 
Pitlsburgh Conrail employees select and monitor 
routes for the 135 through and local trains per day 
that move on Conrail's main and Conemaugh lines 
between Johnstown, Pa . and Conway Yard—orw of 
Ihe busiest twin-hump classification yards in the 
workl—20 miles west of Pittsburgh. 

*A pass-mile is a Standard product>or rneasure Of surlacmg 
Output, 'aprmenting one mie of track worked by a surtacmg 
gang Compieie surtacir^ of Iha tiack atructura Ireouanily 
rsquirM moia than ona pass 

If) Pllt5burg^, ana al a number of localions l^roughoul the 
system. Conrail disptayed some ot trie 281 new covered coil ste«l 
flat cars <l acquired m 1979 

Locomotives 
The serviceability of Conrail's locomotive fleet, 
despite its generally advanced age, is now 
approaching that of most other railroads m the 
United States In 1979. Conrail overhauled, rebuilt or 
converted 58i locomotives and acquired 265 new 
units More than three-quarters of the 4.427-unii 
locomotive fleet has either been upgraded or re- 
placed since April 1. 1976 As a result, Conrail in 
1979 reversed a three-year decline in the number of 
locomotives available for service and was able to 
begin maintaining its locomotive fleet at normal 
maintenance levels lor the first time since 
operations began in 1976 

The average numtier of locomotives avaiiabie 
for service in 1979 was 3.715. compared with 3,643 
in 1978 The mean time between shopping of 
locomotives for repairs increased 10.2 percent In 
1979. indicating continued improvement in ttw 
overall condition of the locomotive fleet 
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Locomotive Fl«*t 
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tn 1979. Conrau rvwrMd trw dscltn* tn lh« fwrrtter o( 
locomotivw m Its tl««l <wNch were tvaitabto tot service anc}—(ot 
tfw first time )n its lour yMf hislOTY—wea able to rna<ntair its 
loccvnottve n««t on t normalized basis 

R«venu« Freight Car Fleet 

Revenue Frehght Cer Fleet* ACQuiSXloru (Cumulative) 

m Heavy Repalne (Cuinutatlve) 

1 so (thou»afx)»l 

TTie overall cortctiion ol Conrall's revenue car neet has Bteeclii> 
tmprcMKJ becaute an increasing portion of the lleet has been 
•Ithei acquired new or rerwvsteO since 1976 

'Yearly average—serviceable 
ITTta Association ol ArrwrKsn Railroads cl«t«)fies heavy car 
repairs as thoe* requiring 20 or nxHe mar>-houra of work 
Conrall's meAum repairs (20 to 75 men hours) are included In 
the above as well as m other tabulations of Conrait heavy car 
repairs m thtt report 

Freight cars 
By the end ot 1979, Conrall's car fleet was capable 
of handling the available traffic load, and Conrail 
infrequently lost revenue because of an inability to 
supply cars. This improvement was due to the 
better condition o( the car fleet, the traUic decline In 
the secorxl half of the year, reduced transit time for 
loads and empties, and a t>etter correlation between 
traffic mix and available car types. Contributing to 
achieving the latter were prioritized car repair and 
rehabilitation programs. 

Conrail performed heavy repairs on 2f.04l 
freight cars in 1979 and added to its revenue car 
fleet 281 coil steel cars. i .518 open top hoppers 
and 273 enclosed tri-tevel cars for finished autos 
Conrail also acquired 130 lops to allow conversion 
ol open top hoppers to covered hoppers to meet 
peak periods ot demand tor enclosed cars. 
Improving yards and terminals 
In addition to the work on Conrall's main and 
secondary tracks, major rehabilitation projects at 
four ot Conrall's key yards—OeWiit, Allentown, Oak 
Island, and Collinwood—continued m 1979. 

Completion of the installation ot electronic car 
classification controls and the rebuilding of yard 
classification and car handling tracks has 
transforrrwd DeWitt Yard—located at a strategic 
point near Syracuse, NY., on the Albany-Chicago 
main line—Into one of the most advanced frelght- 
handltng facilities on the Conrail system The $28.2 
million renovation program was completed in 1979, 
contributing to freight service improvements in 
upstate t^ew York, Montreal and New England. 

Work on Conrall's Allentown (pa.) Yard—a 
$13 2 million project to convert two outmoded yards 
into a single, modern facility—was nearly complete 
by the end ot 1979 When the project is finished, 
improvements will allow faster switching and 
Classification of freight bound to and originating in 
the Lehigh Valley, and speed through-movements of 
freight between major Eastern and Western 
markets. 

At Oak lslar>d Yard, near Newark. N, J.. 
accelerated constfuction brought a three-year, 
$19.1 million project to 75 percent of completion in 
1979 These improvements will permit the 
consolidation ol many ol the operations now being 
performed in Conrall's Elizabelhport, Waverly. Brills 
and Meadows yards, thus increasing the efficiency 
of the movement of Ifalfic throughout the northern 
New Jersey area. 

Work also continued on Collinwood Yard, near 
Cleveland, which was 65 percent complete by the 
end of 1979. When the $3,6 million project Is fin- 
ished, Conrail expects substantial service 
improvements for traffic generated by irKluslries in 
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Cleveland and northeastern Ohio 
In 1979. Conrail also began Improvements to 

its Elkharl (Ind.) Yard, a critical ga\eway tor traffic 
Ifom the West. The project will provide extended 
classification tracks, improved switching capacity, 
and better facilities tor expediting the make-up and 
dispatching of trains. Work compieied in 1979 
included the engineering and design tor the entire 
three-year projecl, and the beginning of actual 
construction 

Conrail, m 1979. continued to make improve- 
ments to the track in its system of yards and 
terminals. At these facilities, Conrail track forces 
installed a total of 653.722 new crossties, 67 miles 
of rait. 954 new turnouts. 21 new retarders. and 
surfaced i ,649 pass-miles of track. 

Improving terminal operations 
Yard and terminal costs consume a considerably 
larger portion of Conratl's revenue than on other 
major railroads because of the complex terminal 
network required to service the eastern portion of 
the Conrail system. In addition to rehabililatmg its 
yards and terminals to cut these costs, Conrail is 
pursuing a terminal study and improvement program 
lo rnake the operation of its yards arid terminals 
more productive and efficient 

As part of that effort, Conrail analysts, through 
1979. have studied more than i ,900 crew 
assignments at 300 crew reporting locations, 
formulating and implementing programs to improve 
operations. Among the resulting changes have been 
physical upgrading of yards, changes in yard 
layouts, new rait connections, revision of switching 
patterns and better utilization of manpower. 

The program has had a positive impact on yard 
and terminal operations For example, productivity, 
measured In terms of cars dispatched per crew 
hour, improved every month in 1979 compared with 
1978- Perhaps of more significance, the improvement 
continued in the last three months of 1979 despite 
the decline in traffic 

In addition. Conrail has pursued a program to 
Increase the flexibility ol its terminal workforce by 
Integrating personnel from former railroads al each 
terminal into one consolidated terminal operation. 
By the end of 1979. that program was 76 percent 
complete 

Conrail also reorganized its intermodal terminal 
operations in 1979 This move improves 
management control by placing the responsibility for 
two critical areas of terminal costs—loading and 
unloading expenses, and equipment repair arxJ 
maintenance costs—with the terminal manager 
Further, this change helps to provide lor a unified 
business strategy to manage Conratl's gerteral 
merchandise traffic. 

Pricing actions 
Efficiencies and cost reductions, however, cannot in 
themselves ensure that Conrail will reach its goal of 
financial self-sustainability. Another key pan ollhe 
effort to reach that goal involves pricing properly 
the services Conrail provides. 

Conrail has based its decisions to raise and to 
lower rates for specific services on the results of 
detailed market studies, defining business segments 
handled by Conrail thai are profitable, as well as 
those that are unprofitable To improve its market 
position with those commodities that are profitable, 
Conrail has upgraded service, and in some cases, 
reduced rates. For unprofitable traffic segments, 
Conrail has. wherever possible within the confines 
of the regulatory environment, taken initiatives to 
Improve efficiency and. thereby, profitability, or 
initiated rate actions to improve the contntxjtion 
made by this traffic 

In working toward these goals, during 1979 
Conrail continued to implement programs in llr>e 
with provisions Of the Rail Revitalization and 
Regulatory Reform Act of 1976 and recent rulings 
by the Interstate Commerce Commission (ICC) For 
example: 

• Conrail has established 356 r>ew backhau) 
rates lo reduce empty boxcar movements and 
to generate new revenue since implementing 
the backhaul program late 1978. These rates 
had, by the end of 1979, brought Conrail an 
additional 3.500 carloads of boxcar traffic 
worth $2 3 million In new revenue, 

• Following deregulation of transcontinental 
movements of fresh fruits and vegetables by 
the ICC in May, Conrail took both price ar>d 
service initiatives. Customers shipping 
perishables from California to Bc»ton, New 
York and Philadelphia reaped the benefits, as 
did Conrail Service improved, prices reflected 
market conditions and Conrail increased its 
tonnage. Prior to deregulation, Conrail 
tonnage derived from perishables dropped 42 
percent in the first six months of 1979 
compared with the first six months of 1978, 
Revenues were down 45 percent. Following 
deregulation, in the last six months of 1979. 
tonnage increased 15 percent from 1978, and 
revenues increased 37 percent cwnpared with 
the same period in 1978. 

• Conrail filed 24 surcharges with the ICC in 
1979 to correct profitability problems on 
certain traffic moving to Conrail from 
connecting railroads on joint rates Conrail's 
revenue division cvi many ioinl rates (rales 
shared with a connecting raHroad) frequently 



81 

does not cover the cost of providing the 
service. The surcharges are designed to 
ensure the continued development of adequate 
and viable rail service for the Noriheasl by 
eslablishir^g rates based upon market factors, 
rather than past customs However, the 
surcharges have been intensely contested by 
some of Conrairs connecting railroads and 
some shippers 
In late October, Conrail announced a rate 
reduction ot about five percent lor more than 
three-quarters of its piggyback traffic and for 
domestic freight carried m marine containers. 
The piggyback rale specifically covers trailers 
moving between piggyback terminals on the 
Conrail system—ramp-to-ramp A similar rate 
reduction covering marine container traffic 
moving on Conrail between North Atlantic ports 
was also made m 1979 

ShiKMifS of ptrrifthabies >eap«(] ir»« benefits o( dcre^ulalkm 
twgmnmg In May. v^**" ">« lnte(sut« ComtT\otc« Commttsion 
dvragulaMd transconttrwnui movvnwnts ot r>es^ 'rutis ana 
vcgetabtM Conrail, cooperating w<(h nt connecting caiiiars, 
waa aM (o Improve sarvtca Rates vMie ad|uftl«d lo llucluatiriQ 
market concttions As a raauK. both tonrtage and revarHWs Irv 
cf eased 

Attracting new business 
with special service 
Enlisting the support of railroads in the West. 
Conrail initiated three service improvement 
programs in 1979: transcontinental piggyback run- 
through, through-block trains, and "Linerirams" 
Conrail and the Santa Fe introduced piggytiack run- 
through service from New York and Boston to Los 
Angeles and Oakland, m September Made possible 
by Conrail's rehabilitation of its Kankakee and 
Danville branch lines in Illinois, this service 
bypasses the time-consumif>g Chicago terminal 
complex and provides filth-morning delivery 
westbound and sixth-morning delivery eastbound. 

Conrail, the Chicago and Northwestern, arxj the 
Union Pacific also initiated through-block piggyback 
service from New York to Los Angeles m 
September Cars are grouped in trains according to 
destination, allowir>g faster transfer at miermedlale 
points 

•'Linerirams." a part o( mint-lanctondge 
movements from the Wesl Coast to the East, offer 
shippers from the Far East a faster, low<osi 
alternative to shipping cargo on an all-water route 
via the Panama Canal Conrail rr>oves these 5&<:ar 
trains from Chicago to its TrailVan facility at South 
Kearny, N J 

Employment levels 
Since conveyance, one ot Conrail's goals has been 
to improve efficiency and to reduce the cost of 
operations The resultant reduction in the size of its 
workforce continued in 1979. and was accelerated 
with layoffs at the ervj of the year as traffic 
declined, bringing the numt>er of employees more In 
line with traftic requirements forecast lor early 
1980. As a result. Conrail's average employee count 
m 1979 was 87.500—3.800 below the 1978 figure 
and 7,956 below the 1976 average Excluding 
employees In passenger service and other 
reimbursable operations, as well as those needed 
tor capital programs. Conrail's average employee 
count during 1979 was 68,875—or 3,883 below the 
comparable measure tor 1976 and 9,920 below thai 
average for 1976. 

Labor agreements 
In 1978 Conrail signed a landmark labor agreement 
with the United Transportation Union That 
agreement was designed to help the Corporation 
realize significant savings In train crew costs This 
was done by providing lor reduction, through 
attrition, in train crew size on most Conrail freight 
trains and by the development, by September 1, 
1979, of a single agreement Tor all employees 
represented by the United Transportation Union. 
This established a single set of work rules for train 
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crews Tbe anttctpaled level of savings In iratn crew 
costs did nol materialize in 1979 because ot the 
decline in traffic arvd irnprovod efficiency in 
ooefadona during ihe last six rrwnths This resulted 
from the terms of the agreement, that provKjed that 
protected employees—those hired before 
September 8. t976—had to be used to fill second 
brakeman positions on train crews which had 
previously been reduced in size under the 
agreement before ihey could be fufloughed 

Due to considerable differences of opinion 
wtthtn the union concerntng the process thai should 
be followed in concluding ihe single agreement with 
a uniform set ol work rules. Conraii was unable to 
complete it as scheduled This has delayed the 
presumed benefits associated with the simplicity of 
sirigle agreement over the whole railroad as 
contemplated by the 1973 Rail Reorganization Act 
However, in early 1960. the union's leaders agreed 
upon a process of arbitration designed to achieve 
the single agreement 

Consolidation ot other labor agreements 
continued in 1979. In its first 45 months of 
operation, Conraii has negotiated 19 new single 

M 1979 ConrtB lu^KhaO • nuntwi of rn^w TrtilVan MfvicMi, 
ir^iuding rran»canHn»nUl lurvinrough trains openimg bitiwtTi 
Ihe Eut Gout and Wnl Coast ADOVS. tjrmolthm ntm tratnt 
•pMOt Ihrougri upalaM N«w Yofk 

Class and cralt collecltve bargaining agreements, 
replacing 177 agreements Inhehted from the former 
lines 

Affirmative action 
Of the employees hired m 1979, 36 percent vtete 
mioorlttes and women As a result, the proportion of 
minority employees remair>ed stable and the 
proportion of female employees increased by 10 7 
percent despite a substantial decrease m the ovefali 
s'ze of the workforce Minority arxl female 
employees rimt constitute 13.3 percent of Conrail's 
work lorce 

Conraii s program of identifying qualified 
minority verxlors arx) ericouraging them to btd tor 
Conrati business produced awards ot S113 million to 
minority firms in 1979, compared with S66 million In 
1978 
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Conrail and coal 
Conrati hauls more coal than any other single 

commodJly In 1979 coal totaled 78 million tons, 
representing 29 percent of Conrail's total tonnage 
arKJ 12.8 percent ol total freight revenues. White 
substantial, these figures are disappointing since 
actual tonnage in recent years has (alien short ot 
that projected, and expectations for increased coal 
usage have failed to nriaterlallze. Por example, the 
FIriel System Plan Issued In 1976 anticipated wide- 
scale conversion to coal of oil-fired generating 
plants and projected that in 1979 Conrall would 
carry 98 7 million tons of coal 

When ttw oil embargo was In effect In 1973 
ar>d 1974, there was renewed interest tn coal; 
conversion of generating plants from oil to coal was 
widely heralded as the answer to dependence on 
(oretgn oil. It was in this atrrxisphere that the United 
States Railway Association prepared Its blueprint tor 
Conrail's future  operations. H forecast s^jnificant 
Increases In coal trattic moving over Conrail lines in 
antJclpatton of the nattoo's swing away from oil 

Onc« the oR embargo was lltted. howevaf, and 

oil again became plenttful, albail nx>re costty, the 
urgency to convert to coal waned, and conversions 
trom oil lagged. As a result, the anticipated increase 
of coal traffic on the rails tailed to materialize. 
While today that tonnage might be viewed as 
postponed—rather than lost—lo Conrail. its 
absence substantially diminished Conrail's revenues 
and Impeded Its efforts to achieve financial self- 
sustainabillfy. 

Now events In Iran arxl elsewhere again have 
focused this country's attention on coal as the most 
plentiful, reliable source ot energy for the nation's 
Immediate future. 

When the Northeast is ready to produce and to 
sell more coal, ConraK will be ready to move It. 
Since April of 1976. through the end ot l979,Confall 
has acquired 5,492 new 100-ton open top hopper 
cars for coal, reh^llltated more than 18.000 hopper 
cars, and concentrated on upgrading lines serving 
the coal fields. 

Coal Is vital to the nation's future—ar>d ttw 
decision as to when It will t>e more extensively 
utilized Is essential to Conrairs ultimate achieve- 
ment ot financial setf-eustalrwbillty. 

10 
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Passenger services 
Conrail operates intercity rati passenger service for 
Amirah Outside of the Northeast Corridor, and as an 
trK)ept;r>denl contractor, provides suburban rail 
commuter services tor state arxl regional agencies 
The states and agencies involved are the New York 
Metropolitan Transporialton Authority, the 
Connecticut Department of Transportation, the New 
Jersey Department of Transportation, the 
Southeastern Pennsyivanta Transportation Authority, 
and the Maryland Department of Transportation 

Amirak and the commuter agencies establish 
policy tor tares, frequency of service, station stops. 
ami levels of maintenance for cars, locomotives, 
stations and track Conrail's contractual 
responsibility is to provide the services specified as 
efficiently and economically as possible This 
includes the operation and control of trains, and 
with regard to the suburt>an rail services, staffing of 
stations, and maintaining or arranging tor others to 
maintain equipment, track and other facilities. 

There are major problems associated with the 
services Conraii provides to Amtrak and the 
coiT>fnuter agencies 

Amtrak 
During 1979. the orvlime perlormartce of Amtrak 
trains opsraled by Conrail on the routes outside of 
the. Northeast Corridor improved substantially, 
reflecting the Improved condition of Conrail's main 
lines  By January 1980. Conrail was operating these 
otf-corridor trains at rrKire that 80 percent on-time, 
compered with 45 percent on-ttme in January, 
1979. 

Conrail continues to face problems relating to 
the current and potential impact of Amtrak's 
Northeast CorrWor Improvement Pro(ect During 
1978, when the project began, afKJ In 1979, a 
number of corridor tracks were removed from 
service, and passenger trains were given priority on 
the remainder As a result, freight trains 
experienced numerous delays, increasing Conrail's 
operating costs  Until the project is completed, 
which is estimated by Amtrak to t>e in 1985. these 
delays arxj costs will continue. 

Conrail's major concern with the project, 
however, is with regard to tt>e future It is entirety 
possible that the benefits flowing from the project to 
passenger operations will be greatly diluted, it not 
offset, by the additional costs imposed on \he 
movement of freight This couid result from 
increased numbers of passenger trains causing 
delays and increased costs to freight trams operating 
in the corridor and from the exceptionally high cost 
of maintaining the corndOf to high-speed passenger 
starKlards, which—if passed through to Conrail and 
Its customers—could adversely impact traffic levels. 

Authority-Owned Equipment 
Operated by Conrail 
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Commuter 
In practically every case, the commuter services 
are beirig strained to the limit by a steady nse in 
ndership, spurred by soaring gasoline prices and 
energy conservation programs, and by the inability 
of the rail commuter contracting agencies to 



provide funds tor additional rail equipment and 
service. 

Ttw problem has been compounded by many 
years o( inadequate funding of these 
agencies wtiich has resulted in the use of obsolete 
equipment and the deferral of adequate levels of 
equipment maintenance As a result, failures and 
shortages of equipment, overcrowding of 
passengers during peak hours, and a general 
decline in the quality of service are occurring 

The agencies are tryir>g to meet their financial 
needs for current operations by increasing fares 
and by obtaining additional funding from other 
public sources. Substantial supplemental fundirtg 
tor the contracting agencies is also needed to 
meet requirements for Increased routine 
maintenance to assure reliability in operations, and 
major repair programs tor agency-owned electric 
cars, locomotives ar>d coaches, which are either 
unreliable or are stored awaiting rebuilding 

Because passenger lares do not cover the 
costs of operating the commuter services, the 
sponsoring agencies must provide the additional 
funds 10 compensate Conrail lor that portion of the 
operating costs not covered by passenger 
revenues The Federal government assumes a 
share of these costs with grants to agencies 

In addition, Conrail is currently negotiating with 
two of the agencies, seeking to have them assume 
a share of the fixed costs associated with tt>e 
provision of their service. 

Moreover, contrary to the intent and provisions 
of the Regional Railroad Reorganization Act of 1973, 
Conrail fias suffered adverse financial impact from 
its provision of contracted commuter services. As of 
the end of 1979, about $90 million in funds owed to 
Conrail by commuter authorities was outstanding. 
This does not include an unsubsidized deficit of 
more than Si million thai Conrail was forced to 
incur in connection with the Valparaiso, ind . 
commuter service. In that case, when no offer of 
subsidy was made by the commuter authority, 
Conrail indicated its intent to discontinue 
service—as provided by the law. However, a series 
of court f>earings finally resulted in the ruling that 
Conrail continue operating the service—al its own 
expense— for more ihan a year 

^,*. 
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Relations with other 
railroads 
During 1979. Conrail withdrew its objections to the 
proposed merger o! the Chessie System with the 
Seaboard Coast Line Railroad, and began evaluating 
the potential impact on traffic flow through western 
gateways of a proposed merger between the 
Missouri Pacific and Union Pacific 

Meanwhile major probien^ with two other 
connecting railroads persisted during the year. The 
first concerns Conrail's relationship with the 
Delaware and Hudson (D&H) Railroad 

Since April 1, 1976. the D&H has not paid 
Conrail more than $12 millton, which Conrail 
contends is due for trackage rights, use of facilities, 
and various services performed for D&H. Significant 
disputes exist as to the basis tor billing for use of 
Conrail's facilities at Allentown (Pa ) Yard and Bison 
Yard, in Buffalo, NY., as well as for certain otfwr 
services performed for D&H  In addition, a 
significant dispute exists as to the basis for billing 
by D&H for its line-hauling of Conrails trams 

In December. 1977. D&H agreed to make a 
minimum monthly payment representing an 
aggregate of the estimated monthly billing tor recur* 
ring Items and the current diesel fuel bill, plus 
$167,000 to be applied to arrearages O&H slopped 
making the $167.OCX) rrtonthly payment in August. 
1978. because, m connection with a loan agreement 
between D&H and the United States Railway 
Association ("USRA"), the Federal agency 
prohibited D&H from making payments on past 
amounts owed Conrail. 

Similarly, Conrail has been deprived of 
considerable funds because of certain 
disagreements with the Providence and Worcester 
Railroad (P&W) dating back to conveyance and 
beyor^d The major disagreements involve the 
appropriate division of interline revenues, 
compensation lor the use of terminal lacilllies in 
Providence, R I, and interchange arrangements. 
Pending resolution of these matters, each railroad 
f^as been withholding payments from the other. 
Excluding claims being contested m litigation, 
Conrail contends that the total minimum net 
payment due it from the P&W now totals 
approximately $6 million As this report was being 
prepared, Conrail had recently proposed to the P&W 
what Conrail considers to be a reasonable and 
comprehensive settlement package designed to 
establish a rational, stable and permanent 
relationship between the iwo railroads  While 
Conrail would preler that type ol settlement, il is 
fully prepared to take the alternative course ol 
extensive litigation 

It 
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Choosing 
the track ahead 
Conrall. in Ihe 45 months since it began operatlonB, 
has largely Iranslormed the bankrupt railroeds of 
the Noflheasi and Mtdwesi inio a renovated and 
rejuvenated rail systerri capable of providing 
adequate service lo rnost shippers of the region To 
this extent, Conrall has been successful in meeting 
one of the two major objectives set for il in the 
legislation that launched the Conrail process. 
However. Conrail has not yet become successful in 
meeting another critical objective set by the same 
legislation  Withm the coniexl ot the existing 
regulatory framework, Conrail is still not in a 
position 10 torecasi confidently the achievement of 
a financially self-sustaining operation. 

The crux ot the problem is the clear evidence 
that Conrail canrxil continue to operate ell ot its 
present service, over all of its present track, under 
all of the existing regulatory constraints, without 
Federal turxlirtg beyond the (3 3 biition already 
authorized While Conrail can foresee the 
achievement of a positive cash flow from operations 
alone as early as 1961, tftese results do not provide 
the financial resources lor the continuing need to 
rehabilitate and to replenish the physical plant. As 
indicated m other portions ot this report. Conrail, 
through the end of 1979. had utilized $2 655 billion 
ot Ihe total aultiorization, of which nearly 90 percent 
was represented by rehabilitated or new plant and 
equipment assets 

Conrail coukj minimize Its need tor additional 
Federal furtding if fundamental regulatory reform 
occurred allowing Conrail to operate within the 
dynamics ol the marketplace  In submitting its most 
recent Five Year Business Plan to the USRA in 
1979, Conrail believed it to be its obligation to. (1) 
develop its plans to function within the funding 
available to it. and (2) identify changes in public 
policies that woukl decrease the likelihood that 
further Federal investment in Conrail will be 
required. Specllicaily. therefore, that plan Is 
premised on two key assumptions: 

1. Conrail will have available from Ihe Federal 
government the currently authorized $3 3 
billion and no more 

2. The Federal government will reform 
regulation to an extent that will enable 
Conrail to operate within Ihe currently 
authorized funding while at the same time 
meeting service goals. 

In anticipation that fundamental regulatory 
reform might not be enacted. Conrail's Five Year 
Business Plan provided several cortlngency plans 
involving immediate reductions m geographic scope 
ar>d service and additional government financing. 
The fact that basic public policy decisions will soon 

have to be made, which affect Conrail's future, has 
led to studies by various organizations, including 
USRA and the Federal Railroad Administration as to 
whether alternatives lor Conrail mi^^hi be feasible 

The rail problem 
in context 
More than a decade ago a transportation crisis 
began The foremost symptom—the bankruptcy of 
the Penn Central and subsequently of a number ot 
other eastern and midweslern railroads—provided 
dramatic evidence ol a lar more pervasive problem 
the fundamental linancial ills ol Ihe entire rail 
industry, which—il left urtcorrected—would 
accelerate the deterioration ot the rail industry and 
threaten the transportation infrastructure of the 
nation. 

The problems presented by the bankrupt 
railroads could not be ignored. In an unprecedented 
government-sponsored reorganization, Conrail was 
created to continue private sector railroading In the 
Northeast quadrant ol the nation while providing a 
means of restoring adequate rail services to that 
region, Conrail thus is an ingenious development in 
what is an ortgoing process of dealing with a larger, 
more pervasive railroad problem. 

In creating Conrail. the basic theme of the 
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Final System Ptan (FSP) was \fm\ the problem was 
within the mechanism of the bankrupt railroads 
themselves. The basic assumption of the FSP was 
that, if the physical mechanism were restored, the 
railroads would once again begin to operate 
Buccesstulty The FSP wrapped that basic 
assumption in a projected environment relatively 
tree of adverse external events and ripe wtlh 
projected increases m freight tonnage Bui adverse 
external events did occur, and for several reasons, 
the projected freight tonnage ir>crea&e8 did riot 
malenalize. 

On a national basis, competition from other 
rrKXles of transportation, combined with an ur>even 
public policy that favored their development, has 
eroded railroads' share of inter<ity freight traffic 
Between 1947 and 1977. railroads' share of ton- 
miles hauled was reduced from two-thirds to just 
over orw-quarter The difference has gone primarily 
to trucks, barges artd interstate pipelines 

In the past three years, rail tonnage in the 
Northeast has continued the general dowrtward 
trend of tfie last decade. Although Conrail has 
Msentially maintained its marhet share in 
comparison with other major railroads of the region, 
the economic problems of the region and char>ges 
in its economic base continue to decrease its 
potential for growth. 

Corrail thus is being rebuilt while the use of 
the rait mode in providing fretghi transportation is 
diminishing In Conraii's case, the result is a system 
too large for the amount of the business available to 
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Sustain it. And. in an inflationary environment, the 
increasing cost of replenishing the physical plant 
offsets actual progress in eliminating deferred 
maintenance. 

In this respect. Conraii is really an acute 
example of a fundamental capital shortfall endemic 
to the entire rail industry  illustrating the scope of 
the problem in dollar terms. In 1968. industry capital 
expenditures exceeded retained funds by atxHjt 
$360 million. By 1976. the gap had expanded to 

Rail Industry Cash Flow vs. 
Capital Expenditures (Class I Railroads) 
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copiisi eiperoiiutes «ic««<led cash flow by S3Se 3 million By 
1978. the gap had e<pahded ID Jl 833 billion, indicating ttw<e « 
an irK'eavinq'v 'arge ana giowmg need lot capiiai in the induslfy 
and a dacraasmg ability lo provida '• 

•Represents n«t income belore eitrao'dinary nema, plus 
delened taves and )etir«ment char^ss. less cash otwi^nm and 
equity in i^KlistttH/ted Mmmog o( affiliated corr^wntas 
Beginning m 1975 ca&n iitM> is basied on the 1979 Class I consist 
o( toads eidLidc^g ihe Long isiano Rail Road 1967 to 1974 dala 
IS based on if<e consist ol Oass I railroade for each respective 

Source Association of An^rican Railfoads 

more than $2 0 billion. Cash How from internal 
operations and funds that can be raised from 
private capital markets vary from railroad to 
railroad, but overall they are insufficient !o renew 
the existing plant and equipment and to provide 
capacity for Increased levels of traffic, should they 
occur 

Conrall believes that the decision-making 
process best suited to relating revenues to services, 
and for determining the shape of the plant of the 
future, is the marketplace Conraii believes the rail 
system the nation needs—and that in ihe long run 
will be most beneficial lo the Northeast—is one thai 

The need for 
regulatory reform 
In Conrall's view, there are two prtnclples essential 
10 fundamental regulatory rerorm: First, that 
railroads be able lo shape their fixed plant and 
operations to the demonstrated needs of Its 
customers, and Secorx). that railroads have the right 
lo set their own prices tor the services they provide. 

Shaping the system 
Fundamental regulatory reform would provide 
Conrall the freedom to size and shape its plant and 
operations In response to a market-based match of 
supply and demand tor transportation service. 
Government studies and Conrall's past experience 
Indicate, however, that some shippers may not have 
adequate transportation alternatives immediately 
available. To achieve the objectives of the open 
marketplace, neither Conraii. nor any ott>er railroad, 
should be required to provide service at less than 
cost. If there are shippers that require economic 
protection In ttw marketplace, such as has been 
provided In the past through state subsidy 
programs, then these subsidies should t^ paid 
directly lo tfie shippers being benefited, rather then 
to ttie railroad. 

Setting the prices 
The other major criterion for furxlanwnfal regulatory 
reform concerns the freedom to set prices for the 
servicea provided. Here agatn, the primary issue is 
whether Conrait should continue to be used as a 
corxKitt for a subsidy—this time to other railroads 
arxl shippers of other regions 

From the standpoint of Conrall's objective of 
acMeving financial self-susta Inability, the single 
most restrictive aspect of existing regulation is tt>e 
itmitation upon joint rate changes Tr>e current 
system of dividing revenues on tnieriir>e movements 
does not recoor>ize the geographic and economic 

fulfills an essential need m the transportation 
system without burdening either the taxpayer or the 
economy with unproductive rail capacity or 
unnecessary rail service 

In contrast, the existing processes of rail 
regulation distort competitive forces, artificially 
stiape economic decisions and provide non- 
economic answers to critical economic probiems. 

1« 
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pattern of tts pr«e©nt fat! sysfem. Instead, the 
anillcially rlgtd rate joint structure gtves each 
rsHroed veto power over pr1clr>g chariges and has 
led to the railroads' heavy raltance on gerieral rate 
Increases. At present, Conrail is unable to raise 
even below-cost Joint rales. Interline divisions 
kmbalttnces may cost Conrail as much as $150 
minion per year. These Imbalances would require 
years to remedy tf divisions readjustment 
proceedings were intiiated by Ccnnraii urxler exJslino 
law 

Opponents of change in the rigid Joint rale 
structure have advariced various arguments in an 
attenipt to obscure the fact that the existing 
situation ber^fits carriers and shippers outskle the 
Nortt>east arvj Midwest at the experise of carriers 
and shippers in those regions. 

Thus, the real issue posed by the existing joint 
rate system is whether Conrail will be able to price 
Its services m a manner ttut will allow it to obtain 
financial vtebHIty, or whettter Conrail wHI continue to 
be used as a conduit for the hklden subtidlee the 
current joint rale structure provides 

To remedy the situation temporarily virlthin Ifw 
confines of existing regulation. Conrail is exploring 
the ad^ontagec of ottier devices such as 
proportlorul rates arxl route closings. Conrail has 
also Initiated a series of surcharges added to joint 
rates to cover Conrail's costs on interline 
mownents of certain comnwdities- These 
surcharges are being ctiallenged before the ICC. Al 
t)est. however, surcharges only approxin\ate the 
martctt-based rate changes, which would be the 
best solution to the lono-t«rm problem. 

i 
Because of its mar>date to beconr>e linancially 

self-sustaining, Conrail has championed the cause 
of regulatory reform The extent of that reform Is 
still in doubt. Bui whatever chape it tinally laltes, the 
measure o( its eltectiveness will be the extent to 
which It gives railroads sufficient freedom to tailor 
service and investment patterns to the marlteis they 
serve best. 

The consequences 
of change 

While Conrail is baclt on the iracit and has 
more ability than ever before to provide good 
service, it also has a capacity beyond that required 
by the present regional economy Where once the 
railroads of the Northeast were the initiators of 
economic growth, they are today servants of the 
demand derrved from the existing economic 
environment Conrail, and the rest ot the rail 
industry, Is engaged in a painful process of cutting 
away the capacity, which decades ago supported 
the success of the railroads, and today Is a major 
cause of their decline That dynamic process 
involves the difficult adjustment of a greater supply 
to a lower demand. 

There is thus substantial conflict between the 
mandated goal ot making Conrail financially self- 
supporting and other goals ot public policy For 
example: 

.   Decisions to reduce track mileage to cut c(Mts 
conflict with the desire of retaining track 
mtleage tor future use—a desire with an added 
sense of urgency in view of the energy crisis. 
Understandably, any rail line is viewed by the 
area it serves from the standpoint of its future 
potential, no matter how urwconomic it may be 
t)y present standards 

• Decisions to reduce railroad employment levels 
to bring costs m line with reduced traffic and 
revenues conflict with the social and economic 
desirability of maintaining the employment base 
In many communities Yet. efficient and 
ultimately profitable operations depend on 
reducing operating costs, including labor costs. 

• Decisions designed to make the shipper pay a 
pnce for transportation service that at least 
generates sutticient revenue to cover costs 
understandably generate adverse reactions 
from many shippers Indeed, some shippers' 
ability to continue in business can t>e 
jeopardized by such decisions it the buslriess is 
dependent upon a hidden subsidy from rail 
transportation sustained by the artificial 
constraints of the regulatory process. 
The answers Conrail must pursue to achieve 

financial sell-sustamabllily require physical plant 
reduction, employment reduction, and higher prices 
for some services. These are decisions with 
unfavorable consequences for some segments o) 
the public It IS ttieretore urvjerstandable that the 
larger goal ot a self-sustaining economic enterprise, 
which Is not dependent upon Infusions of Federal 
funds, is sonwtimes obscured by the more 
immediate interests of those allected. 
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It Is possible that changes in the economic 
environment will restore to railroading a greator 
share of the nation's transportation market. The 
ever-larger energy problem with the price and 
supply ot oil, and the associated potential for 
increased coal use. may well generate new 
tonnages for rail transportation But such future 
rweds cannot be provided for by the financial 
results based on present traffic trends. Clearly, the 
cost of having a railroad wim a stand-by capacity 
has to be met 

Choosing 
the track ahead 
The decades-long process of dealing with the 
changing shape of the nation's rail Industry and of 
the nation's need for it thus has reached a critical 
point of public decision-making The basic question, 
crystallized by Conrail as the "cutting edge" of the 
larger problem, is whether the nation continues to 
be interested In truly achieving a sell-sustaining 
private sector solution to the railroad problem If so. 
the nation must face the need for lundamental 
reform of the regulatory process now imposed on 
railroads ar\d must be ready for the economic 
adjustments that will inevitably result. And to the 
extent that railroads are to be used as a means of 
deferring these adjustments—or for achtevlr>g other 
aspects ot public policy, such as providing stand-by 
capacity or for supporting local employment—It 
must be recognized that the funds needed to nwet 
the associated costs must be provided. 

The question thus posed is not the question of 
the future of Conrail Conrail is a valid institution 
only 50 long as it t>esl meets the need ot carrying 
forward the process of solving the basic rail 
transportation problem in the northeast quadrant of 
the nation—and so long as it represents the lowest 
possible cost to the taxpayer Alternate solutions, of 
course, should C>e subjected to the same lest. 

Choosing the track ahead is a continuation ot 
the process of change that twgan several decades 
ago with the fundamental changes in the nation's 
need for transportation services That problem 
became a crisis with the bankruptcy of the railroads 
that preceded Conrail The creation of Conrail and 
the progress that it has made has removed the 
crisis atmosphere from the problem and has 
allowed essential progress to be made while the 
complex facets ot the problem became better 
defined While changing external circumstances 
eliminated the possibility that Conrail could follow 
successfully the track set out for it in 1976, Conrail 
has successfully eliminated the crisis and has 
shaped the decisions that now must be confronted. 

18 



Financial review 

Manager*^*n**s discussion 
of consolidated results 

Conrail's operations 'or the year 
1979 resulted in a loss ol S17B 
million, an improvement of $207 
milltwi from the prior year loss 
of $385 million (the loss for 
1977 was $367 million) The loss 
for the year was reduced by 
about $30 mitllon because of a 
change in accounting relalir>g to 
the capitalization of certain 
track rehabilitation costs, and 
additionally, the capitalization, 
as prescribed by the ICC. of 
certain equipment rebuHdir>g 
costs previously expensed.About 
70 percent Of the year's loss 
occurred in the first quarter ol 
the year. Operations in the 
second quarter produced a 
profit of $33 million, a first for 
Conrail The favorable trend 
continued Into the last half, with 
results of the third and fourth 
quarters being better than the 
comparable quarters in the 
previous year  Freight volume 
was adversely influenced by a 
softness in the demarxf for iron 
and steel products, as well as 
the automobile situation 

Continued attention to 
capital improvements, coupled 
with other serviceonented 
programs, resulted in a 
considerable improvement in on- 
lime service measures 
throughout the year On-time 
deliveries improved from 57 
percent in the beginning of Ihe 
year to more than 76 percent by 
year-end. 

Revenues 
1979-1978 

Operating revenue for 1979 
totaled $4 0 biltion. a 12.8 
percent increase over 1978. 
Freight irafltc accounted lor 
$3.4 billion, or 86 pecceni of 

operattrig revenues, a $378 
million increase over 1978 This 
increase was principally 
attributable to the revenue yield 
from higher freight tariffs and 
fue! surcharges 

To help alleviate the impact 
of inflationary costs in 1979. the 
tec approved freight tariff 
increases of 7 0 percent on 
December 15. 1978. and 8.5 
percent on October 15. 1979. 
Fuel surcharges totaling 4.7 
percent were granted at various 
times in 1979 to compensate for 
fuel price increases 

Freight volume in 1979 
totaled 94.2 billion net ton-miles. 
about the same level as 1978. 
However, commodity traffic 
changes include the adverse 
effect ot steel plant closings, 
automotive production cutbacks, 
dock strikes and unstable 
economic conditions Carload 
declines were experienced in 
most commodities, particularly: 
ore. 20 percent; coke. 25 
percent; transportation 
equipment. 11 percent, stone, 
clay and glass, 9 percent, and 
food products, 6 percent. Farm 
products increased 7 percent 
over 1978, and coal was up 13 
percent due principally to the 
effect of the prolonged coal 
miners" strike m 1978 

As in past years, Conrail 
has continued to provide 
commuter and long-distance 
passenger service under 
agreements with various 
agencies that generally provide 
for reimbursement of costs 
incurred in the operation of 
those passenger services. 
However. Ihese reimbursements 
are frequently delayed or 
contested so as lo cause 
adverse financial impact. 

1970-1977 

Gyrating revenues in 1978 of 
$3 5 billion were $211 million or 
6.4 percent higher than 1977 
due in large part to freight rate 
increases granted during 1977 
and 1978 that averaged 69 
percent Freight traffic 
accounted for $3 0 billion or 87 
percent of 1978 operating 
revenues, a $194 million 
increase over 1977. Net ton 
miles for 1978 totaled 94.3 
billion, approximately the same 
level as 1977, despite the coal 
miners' strike and severe 
weather conditions early in Ihe 
year that adversely affected 
freight volume  Unfavorable 
commodity traffic changes were 
experienced in most principal 
revenue producing commodities 
except for coke, metallic ores, 
and primary metal products 
which were above 1977 levels 

Operating costs and 
expenses 

1979-1978 

Operalir^ costs and expenses 
totaled $4.1 billion for 1979. 
$240 million, or 6 2 percent 
above 1978. Labor costs, the 
largest portion ot overall 
operating costs totaled $2.2 
billion in 1979. consuming 
approximately 57 cents of each 
revenue dollar. Increased wage 
rates, including taxes and fringe 
benefits, totaled $207 million 
more than 1978 Productivity 
improvements in 1979. which 
resulted in an average reduction 
of over 3,800 employees from 
the 1978 level and other 
efficiencies, decreased labor 
costs approximately $75 million 
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in 1979 Diesel fuel prices rose 
76 percent during 1979, 
requiring a total expenditure of 
$284 million, an increase ol $90 
miiiion over 1978. 

Material, supplies and other 
costs increased SI 75 million in 
1979 due to inllationary price 
increases  Maintenance, repair 
programs and volume-related 
changes from 1978 reduced 
costs by $152 million. 

1978-1977 

Operating costs and expenses 
totaled $3,9 billion In 1978, $233 
million or 6.4 percent over 1977 
Labor costs in 1976 accounted 
for $2 1 billion of operating 
expenses Wage rate increases 
In 1978 totaled $133 million 
above 1977 levels, while 
productivity improvements and 
eMiciencies decreased lalxir 
costs approximately $55 million, 
During 1978 there was an 
average reduction oi 3.300 
employees trom the previous 
year's level Other cost 
increases <n 1978 accounting tor 
$155 milliwi wrere: material and 
supplies, $6 million; equipment 
and Joint facility rents, $19 
million, depreciation, $26 million; 
casualty costs. $49 million, 
interest, contract services, 
utilities and other cost items. 
$66 million, corporate and 
property taxes decreased S^^ 
million. 

Capital lmprovem«nts 

Conraii has conimued tor the 
fourth straight year to meet or 
Surpass most goals in the track 
rehabilitation program  In 1979. 
this program, costing $372 
million, included the installation 
of nrore than 1,054 miles of rail, 
3 6 million new crosstlas and 

surfacing ol 9.525 pass miles of 
track. Slow orders (speed 
restrictions) on Conrail's system 
and core routes have been 
reduced 752 miles to 4.587 
miles In 1979, from a peak of 
approximately 8.000 mlies in 
1976 Equipment acquisitions 
made in 1979, aggregating $334 
million, included 265 
locomotives. 2.072 freight cars 
and 1.992 highway trailers tor 
trailer-cn-llat-car service Other 
Improvements to road properties 
and facilities totaled $144 
million In 1979. 

Financing 

During the year. Conrall 
cooperated with the United 
Slates Railway Association 
(USRA) as It fulfilled its 
responsibilities for monllorlng 
Conraii performance 

Conraii obtained $729 
million through sales of Series A 
preferred stock to USRA in 
1979. Since Conrail's inception. 
$2 655 billion has been c^tained 
from USRA, leaving an 
authorized $645 million 
remaining tor use m i960 and 
beyond By tar, the largest 
portion of these funds—nearly 
90 percent—is represented by 
rehabilitation of the physical 
plant, including: $1,230 billion 
for track. $402 million lor 
roadway additions and improve- 
ments, $576 million for major 
repairs to freight cars and 
locomotives, and $152 million 
lor conversions and rebuilds Of 
equipment  In addition, in i979 
Conraii and its subsldianes 
obtained private sector financing 
of $293 million for equipment 
This brings the total private 
sector financing lor equipment 
to $830 million since 
conveyance- 
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Consolidated Results of Operations 
(DollBrs in Milbons) 

Total R«v«nu«s Total Coat! and Expansaa 

CMI. Caw and On 

H Paim Mid Food Product* H •m 
tail and SHM ton 
Traikt on Fl»l Car tow 
Chanlcali and AIMd 
Producu toM 
ConatmcUon Uatailala H Pulp, Papai and •!• •• •!• 

H| 
^••^VT^^^H 

S3.9S8 

n 1 Frtng* BwwtltB 

Hattrtel, SuppHci and FMI 

CqiUpmanl and Jolnl 
PacHHy R*nl« 

CasiMlty Cotis 

DtpracMlon Mtd Amortlullon 

Cn»pBr»t» »i<a Pia9»«t> T| 

Total Cotta and Exp«nM« 
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Consolidated Rail Corporation 
Consolidated Balance Sheets, Decenit>er 31 

(Dollm m T^ouunda) 

=^ 

ASSETS 

Currvnt asMts: 
Cash and temporary cash investments 
Accounts and notes receivable, less allowances of 

$103,934 in1979. S96.206 in 1978 
Material and supplies   
Other current assets .   . ... 

Total current a 

•16,170 
27M70 
22^7 

1.284,430 

$   150.688 

739.257 
239.541 
28.247 

1.157.933 

Investments in and advances to affiliated companlea 
Noncurrent rvcetvablas 
Propady and aqulpmant. laaa accumulated dapraclallon and amortization 
Other asaata 

Total assets 

30,382 
67.152 

2,899,869 
62,991 

$4,364,884 

28.942 
107,659 

2.291,622 
91.374 

$3,677,530 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Currant ilabllHIaa: 
Accounts and wages payable 
Curfeni maturities ol long-term debt 
Accrued liabtiities (Including casualty reserves due wtthin 

one year of $129,210 in 1979; $95,862 In 1976) 
Other current iiabtltties 

Total current liabilities .  -. 

Lono-tarm debt, laaa currant maturHlaa . . 
Casualty rasarvaa ..... . 
Ottwr llabllltla* 

Prafarrad stock with mandatory radamptlon ra<}ulramants 
(liguiOation and redemption valu« in 1979. $1,834,442). 

Series A preferred slock 
Additional paid-in capital 

Pralarrad stock without mandatory radamptlon raqulramanta i 
common atock: 

Series B preferred Stock OlQuldstion value $1,567,019)       ,.. 
Common stock 
Additional paid-^n capital .  .     . 
Deltcit 

Total liabilities and stockhoklers' equity 

'RMlaanfiM for compAiBiNe pu'DOses 
SM accompanying no(«a 10 consokuioo ni^ncwl eU(«m«nti. 

171,S«7 
121,331 

1S0.24B 
96.470 

743,014 
130,415 

750.193 
147.857 

1,166.927 1.144.768 

1,662,317 
««,a9o 
61,627 

1,734.127 

91.299 
101.667 

2,040,734 1.927.093 

18,144 

I^MS 
10.304 

925.293 

1,666.209 936,597 

31,740 

25,000 
573,260 

(1,140,966) 

(510,966) 

31,740 
25.000 

573.260 
(959.928) 

(329.928) 

t4,364M4 S3.677,530 



Consolidated Statements of Operations and Deficit 
lor the years ended December 31 
(Dolla's In Thousands Eic«pl Pur Sf-a'^) 1979 

=r 
OpertlInQ revanuas; 

Freiglii 

Total Gperating ravenuas 

$3,421,699 
515,319 
2M» 

3,967,645 

53.043,450 
447.761 
 18.900 
3.510.111 

Operaltng axfwnaaa; 
Way and suuclutes 
Equipment 
Transportation 
General, administrative and othef 

Total operating expenses 
Loss from operations 

556,670 
1,136,144 
2,112,039 

319.438 
4.126.491 

520.016 
1.141.934 
1.915.933 

308.751 
3.B86.634 

376,523 

Olbar axpvnsai (Incoma): 
Interest 
Oitiet. net 

Loss 

Deficit. t>eginning of year 

Accretion to redemption price of 
Series A preferred stock 

Deficit, end of year 

Loss per stiare of common stock 

•n»Cla8»ltt«) ro« COrrxwraliw purpOW* 

S«« acconvanymg not«5 to consoWlalcd flTMncisI •tal«m«nii. 

(76,71^ 
9.550 

176.196 

81.184 

 4833 
385.356 

959,926 572.734 

2.862 1.838 

$1,140,966 S   959.928 

8        7M $__!_5^ 
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Consolidated Statements of Changes in Financial Position 
for the years ended Decemt>er 31 
(DotU'B <n TfusaanOM 

^ 

Soufcaa of funds: 

Operallons 
Loss .... : : • 
Depreciation and amortlzstlon .   . ..,   , 
Provision tor casually leases, rKX>currenl   . 
Other, net 

Funds used in operations 
Current matuniies and settlements of noncurrenf recelvabtas 
Issuance or long-term debt 
Sa'es. salvage proceeds ana other property transaclioru 
Issuance of Series A preferred stock 
Asset reductions related to conveyance transactions: 

Conveyed assets . -. 
Noncurtenl claims receivable 

Total sources of furxls , .   . 

S (17«,H6) S (385.356) 
114,»44 95,824 
S.U1 22.966 

14.8*8 (4.269) 

(42.785) (270.835) 
84,860 38.406 

287,882 283.326 
53.202 57,539 

728.750 777,258 

189,580 
210,891 

1,0M,7O8 1,286,167 

Us«« of tunda: 

Property and egutpment addltlorrs 
Current maturities and payments of long-term debt 
Claims lor payment cl Estates' obligations 
Seltlenients with Estates and other conveyance Iransacllone: 

Notes receivable ... 
Liability reductions 

Long-term debt .   _ 
Other Itabtlities 

Other, net   ... 

Total uses of funds ,   . 

Increase (decrease) m workir>g capilal 

793^11 
130.672 

44.153 

$   104,3M 

770.309 
91.433 
52.273 

21.000 

246.191 
119.721 
 7J02 
J.308J29 

$_(22j^) 

CfiangM In compofwnis of worttlng capHal, fncreaae (decraasa^ 

Cash and temporary cash investmenis 
Accounts artd notes receivable 
Material and supplies and other current assets 

Accounts arvl wages payable 
Curfent maturities of long-te'rn debt ,   , 
Accrued arvl other current iiabiltties 

Increase (decrease) in working capital 

*n«eUSB<t>«4 lo> comcafathn eu'poeos 

S*» accomcMnvv^ '>OtM lo conaoMeUW ttnfencicl titatsments 

15.835 (845) 
77.813 165,328 
33,299 23.901 

128,547 186,384 

(21.319) (15,273) 
(24,861) (25,651) 
24,021 (169,622) 

(22.159) (210,546) 

f 104.388 %   (»,162) 
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Notes to Consolidated Financial Statements 

1. Summary of Significant Accounting Pollcl««: 
Intfuatry: The Consolioaled Rail Corporation was 
establtsrwd on October 25. 1974. pursuant to th« 
Regional Rail Reorganlzalion Act of 1973, as amend- 
ed (the Act), to acquire, operate and rehabilitate rail 
properties of railroads in reorganization (Estates) in 
the mtdwesi and northeast regions of the united 
States Pursuant to the Act. such properties were ac- 
quired on April 1, 1976 The Company's operations 
are predominanily m the railroad industry 

Principtet of ConaoMdatlon: The consolidated tinarv 
ciai statements irvciude the Company and ils sub- 
sidiaries Investments m 2C% lo 50% owned conv 
panies are recorded urwler the equity method, less 
than 20% owned companies are stated al cost 

Material and Suppllaa: inventories are valued at the 
lower of cost, principally weighted average, or 
market 

Property and Equipment, Depreciation and Main- 
tenartce: Property and equipment are recorded al 
cost Additions artd renewals constituting a unit ot 
property, inciudir^ replacement ot track structure, 
and improvements are capitalized and depreciated 
over their estimated useful lives based on a conv 
posite straighl-4ine method The cost of depreciat>le 
property retired or replaced less salvage is charged to 
accumulated depreciation and generally no gain or 
loss IS recognized Expenditures for repairs and 
maintenance are charged to operations as incurred. 
Caeualty Loeeea: Losses from casualty and accident 
claims are charged to operations as incurred, irt- 
cluding estimates for claims arxl losses Incurred txjt 
not yet reported 

Penalona: Pension experue is based on normal costs 
and amortization of pnor service costs over 40 years. 
and IS (urxJed through contributions to trust accounts 

Accretion to Redemption Price of Sertee A Pre- 
tened Slock: Differences tsetween the rnarxlatory 
redemption prjce arv} the fair nnarkel value of Series A 
preferred stock issued in lieu of cash interest on the 
7 5% debentures are charged to retained earnings 
(deficit) over the period to redemption 

Per Share Data: Loss pet share •$ based on the 
average number of common shares outstaridtrig after 
increasing the loss lor accretion to th© redemption 
price ot Series A preferred slock 

2. Paaeenger Operallone: 
The Company operates certain commuter and tntef- 
city passer>ger services on behalf of various entities 
including National Railroad Passenger Corporation 
(Amtrak) and various state and local governmental 
transportation authonties Such operatior^s are pro- 
vided in accordance with various agreements, in- 
cluding inlerim agreements with Amtrak covering 
maintenance ot equipment and use of Northeast Cor- 
ridor properties Urvder the Act. the Company is reinv 
bursed for commutei losses incurred based upon 
standards issued by the Rail Services Planning Office 
(RSPO) of the interstate Commerce Commission (tCC) 
or the terms ol the separate agreements with the 
transportation authorities Reirrrtjursements ol inter- 
city passenger service costs are made to the Com- 
pany in accordance with the Rail Passenger Services 
Act Subsidies and cost reimbursements ol 
1335.814.000 and S287.836.000 are included in 
passenger operating revenues for 1979 and 1978. 
respectively 

3. Property and Equipment 
Ai December 3i. property and equipment were com- 
prised of 

isn 1978 

toutpmsni 
Law •ccwmunhwl dapfcwliof 

Eoutpnwnl undw cunW iMsm 
L«u accuTTHjland ynotnation 

(DOW'I .r ThOMMIXM) 
njM.«i »i.«o.»e 

sii.nt «VM5 
tM1.M1l (177 DOB) 

jn^m 

S19.S90 

S2791.6Z2 

4. Long-Term Debt 

At December 31. long-term borroavlnos were com- 
pnsed of 

ten i0n 
(OoMft m ThouMndt) 

7 5% ON>*riturM sijno.ooe (1,000.000 

ot>l^l«os I9M Nol* 10) n.iBi 68.811 
6Qu«#T»fil 0Di»9»Hor»5 1S3I,4M 187 589 
CacKiai •QuvmaM I««M« rta.4e9 567 969 
Otfwf Msn 6,228 

1,MM4t 1A30.S97 
121 ,»1 96,<70 

fi,atuir ti 734.1?7 
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Under the terms of the Amended and Restated Fi- 
nancing Agreement dated May 10. 1979 (Fir^anclng 
Agreemenl} between the United Stales Railway 
Assocration (USRA) and ifie Company. USRA has in- 
vested $1 billion (authorized limit) in 7,5% deben- 
tures The Financing Agreement contains a number ot 
restrictions, including those relating to the 
maintenance of certain levels ot working capital and 
stockholders' equity, incurrence of indebtedness and 
payment of dividends 

The 7 S% debentures have preference in liquida- 
tion over the equity securities and are convertible into 
Series A preferred stock at the option of the holder at 
a ratio ot 10 shares per Si ,000 of debentures The 
debentures are callable without penalty and must be 
redeemed beginning in 1966 under certain cir- 
cumstances, which Include payrnent ot interest on the 
debentures, payment of dividends on the preferred 
stock artd achievement ot certain levels of earnings 
All debentures must be redeemed by the year 2011 

Interest on the debentures is payable in cash. 
urvler certain crrcumstances if available, or otherwise 
in shares of Series A preferred slock at the rate of one 
share for each $100 of interest At December 31, 
1979. 503.425 shares having an estimated fair value 
of $2,452,000 are payable for interest accrued. The 
effective rates of interest on the debentures during 
1979 and I97B vvere approximately 3% and t%. 
respectively 

Government loans lor Estates' obligations are 
outstanding under the terms of Section 2li(h)ot the 
Act. which provides thai USRA may lend up to (350 
million tor such use. The loans bear interest at rates 
from 7.66% to 13.46% and are repayable from 
amounts reimbursed lo the Company by the Estates- 
Such amounts are recorded as claims rece(vat>le 
from the Estates Claims not collected within three 
years from \he date ol borrowing may t>e transferred 
to USRA to liquidate the loans. 

The equipment obl^lions t>ear mieresi at rates 
tfom 4 38% 10 17% arn] are payable >n installments 
ovet periods (torn i to 10 years. Substantially all of 
these obligations were recorded al present values u»- 
log an effective interest rate o) 6.75% Ai December 
31, 1979. equipment obtigatiorts were coHateralized 
by assets with a net book value of S2i 4.391.000 and 
mature as follows 1960. $42,777,000; 1981. 
$32,290,000; 1962. $26,161,000, 1983. $16,176,000: 
1984. $13,177,000; thereafler, $19,843,000. 

For financial reporting purposes, certain equipment 
leases are considered to t>e installment purchases 
and have been recorded as assets and liabilities 
Such leases have been discounted principally at rates 
from 7.32% to 10.57% and are collateralized by 
equipment with a net book value of $729,666,000 at 
December 3i, t97g. Annual lease payments, ex- 
clusive of executory costs tsorne by the Company, are 
as follows 

(Ddlafs In 
Thouaanda) 

laei 
1962 
19«3 
19M 

S   104.188 
100.064 
IOe.232 
103.140 
iai.120 
731.730 

Total i«aM pavnwus 

Lacs amouni lapfaaentlns inl»r««t 

1.233.473 

501,010 

P'RsAni vahia ol v^asa payiTMnis t   752.463 

S. Nofic«pltalli*d LesM ObliQatlont: 
The Company has entered inio noncancelable long- 
term leases, principally tor equipment, which are cur- 
rentty not required to be capitalized The leases 
generally include options to purchase at lair value and 
to extend the terms The Company also participates in 
the joint use of trackage ar>d facilities with other rail- 
roads Rent expense, excluding car hire, aggregated 
$116,101,000 and $122,834,000 for 1979 and 1978. 
respectively, of which $68,235,000 and $71,327,000 
relate to leases entered into prior to January i, 1977. 
which otherwise meet the criteria tor classification as 
capital leases under Statement ot Financial Account* 
ing Standards No 13. 

Minimum   rental   commitments   under   non- 
canceiabie long-term leases are as follows 

OparaUng 

1962 
1963 
1064 
leaft-isee 
)990>ie94 
1995-1999 

(DoUatau 

B4M> 
48LSlft 

11«a7SS 

112,454 
11.010 
6,030 
S.I03 
2.T44 
9,430 
3.476 

390 
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The eslitnaled amounts of the assel and llabHtty for 

capital leases entered into prtor lo January 1, 1977. 
which would have been included in the t>alance 
sheets under Slalement No 13 aggregated 
$243,627,000 and S286.434.000 at December 3i. 
t979. arv3 $300,108,000 and $335,711,000 at 
December 31. 1978. based upon an incremental bor- 
rowing rate at conveyance ol 6.75% Accordtngty. the 
loss would have increased by $2,686,000 and 
$5,357,000 tor 1979 end 1978. respectively. Amortiza- 
tion of property rights and interest expense enterir>g 
Into this compulation were $43,248,000 and 
$27,673,000 during 1979 and $45,238,000 and 
$31,446,000 during 1978 

6. Incofiw Taxta: 
At December 3i. 1979, the Company and its sub- 
sidiaries had net c^wrating toss and investment credit 
carryforwards tor income tax purposes, which may be 
available to reduce tuture tax payments, as follows: 
VMf Of Net Opwating lirravtmanl 
Exptrrtlow  LoM CrtdH 

1963 
1064 

1987 

(Oollart in ThOuMndB) 

472.000 
389.000 
395,000 
393.000 

S 49.000 
48,000 
57,000 
52.000 

$1,649,000 

The lax net operating losses ditler from the finan- 
cial reporting losses principally because of addtuonal 
tax deductions arising from the use of the "retire- 
men t-replacement-betterment" method of accounting 
for track structure, an excess of the tax basis of 
assets acquired at April 1. 1976. over the altocaied 
acquisition costs, and the capitalization tor tax pur- 
poses of certain repair costs, which tor linanciai 
reporting purposes are charged to operations as in- 
curred 

7. Pwiskms: 
The Company's pension plan is noncofitribulory tor all 
non-agreemeni employees and contributory for par- 
ticipating agreement employees Certain ot the Com- 
pany's subsidiaOes maintain similar plans Coo- 
solldaled pension expense tor 1979 and i978 was 
$16,739,000   and   $16,642,000.   respectively    At 

January 1. 1979, the moel recent actuarial valuation 
dale, the unfunded vested benefits for the plans 
amounted to awJfoximately $60,277,000 

8. Preferred Slock with Mandatory Redemption 
Requirements: 
The Company has authorized 40.000,000 shares ot 
Series A preferred stock with a par value o( $1 per 
share Changes in Series A preferred stock during 
1979 and 1978 were as follows 

(Anounts in Trwusancis) 
Par 

StMfw     VaUw   P«td-lnC»pH>l 

Balancs. January 1. 1978 

IssusncM to USRA. 
Sales 
In paymem ol inler««t 

Acctetion to redetnuAlon 
price  

765.963 
^et7 

Batance. December 31. 1978 10,304     10,304               925.290 

Issutncas lO USRA 
Salas 7.290       7.290                 721.710 
In payment of tnteted 750         750 

Accretion to feOempBon 
Dftce   2M2 

Balance. D«c»fT«a> 31. 1979    19J44  $18,344 V 6^Mi 

Through December 3i. 1979. USRA has invested 
$1 655 billion in Series A preferred stock. Under the 
Financing Agreement, the cumulattve investments In 
such preferred stock cannot exceed $2 3 biiHon 

Series A preferred stock is entitled to an annual 
noncumulative dividend ot $7 50 per share to the ex- 
tent, under certain circumstances, cash is availabie. 
Each share Is entitled to $100 upon liquidation with 
full preference over Series B preferred stock and 
common slock and must be redeemed al $100 per 
Share after redemption of the 7 5% debentures {see 
Note 4) At December 3i, 1979. the Company has 
reserved approximately 21 7 million shares of Series 
A preferred stock tor issuance to USRA as follows: 5.2 
million shares at $100 per share tor cash. 10.0 million 
shares tor conversion of tr>e 7.5% debentures, and 
6 5 million shares tor interest In lieu of cash on the 
7 5% debentures 

B. Preferred Stock without Mandatory Redemption 
Roqulrementa and Common Slock: 
The Company has authorized and outstanding shares 
ot Series B preferred stock arnl common slock at 
December 31. 1979 and 1978 as fotlows: 
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OulitwwMng 

Ss'tos B preleceO slock. 
»1 pa-value 35.000,000 31740,374 

Conrnxjn stock 
$' Da' value KO OOO 000 ?S,000,000 

There were no changes in etirier Series B preferred 
stock Of common stock during 1979 and 1978 

The Series B preferred slock and common stock 
outstanding were deposited with a Special Court (n ex- 
change for rail property conveyed Series B preferred 
stock ts entitled to an annual noncumulative dividend 
of S5 per share pay^ie after full payment of interest 
on ihe 7 5% debentures and cash dividends on Series 
A preferred stock Each share ot Series B preferred 
stock is entitled lo S50 upon liqutdalion with full 
preference over common stock, ana is callable any 
tkne after 1967 at $50 per share after redemption of 
atl Series A preferred stock No dividends may be 
declared on the common stock until all Series A 
preferred stock is redeemed and Series B preferred 
stock dividends are paid 

USRA. as holder of the 7 5% debentures and the 
Series A preferred stock, voting as a single class, has 
the right to elect six Directors The hokJers ot the 
Series 8 preferred stock arxJ the common slock have 
(he right lo elect three Directors and two Directors, 
respectively These voting rights will change as the 
debentures and preferred stock are redeemed The 
chief executive officer and the chief operating officer 
of the Company also serve as Directors 

10. TrwiMctlont with Estates: 
During 1978. Ihe Reorganization Plan ot the Penn 
Central Transportation Company (Penn Central), was 
consummated The effects ot the Plan, as it related to 
Ihe Company. ir>cluded the receipt of certain long- 
letm notes and elimination of claims receivable (lom 
Penn Central of approximatety S211.000,000 and cer- 
tain government and other liabilities ot approximately 
S35O.000.0O0- Included in (he liabilities eliminated 
was $60,000,000 representing vacation liabilities, 
assumed at conveyarKe This transaction and other 
adjustments resulted m the reduction o( the cost of 
assets conwyed to the Company by approximately 
$190,000,000. The effect of these adjustments on 
results ot operations for 1979 and 1978 was not 
material. 

11. ConDngerKles: 
Convsyancs Issues: As of December 31. 1979, 
substantial uncertainties exist with respect to the 
assets conveyed to and liabilities assumed by the 
Company pursuant to the Act It is not possible at this 
time to determine the outcome ot these matters or the 
extent 10 which they may affect the Company Any 
future adjustments to the purchase price resulting 
from the resolution of these uncertainties will be 
allocated (o the assets acquired on the basis of their 
relative fair values at Ihe date of asset conveyance. 
Such adjustments could have a material eftect on the 
cost to the (Company ot Ihe assets acquired and. 
accordingly, its consolidated financial position and its 
operatir>g results The following is a summary of the 
significant pending or threatened litigation, claims, 
assessments and other proceedings in which the 
Company is involved in connection with the con- 
veyance 

A Special Court established by Ihe Act has com- 
menced proceedings to determine if the considera- 
tion received or to be received by the transferors con- 
stitutes a fair arxl equitable exchange for Ihe assets 
conveyed The consideration includes the securities 
of the Company, certificates of value which represent 
full faith and credit obligations of the United Slates 
redeemable in cash on or betore December 31.1987. 
and "other benefits " If tfie Special Court determines 
that the exchange is not fair and equitable, it may 
order the Company to transfer other securities lo the 
transferors in such nature and amount as wouk] make 
Itie exchange fair and equitable or, if such transfer 
does r>ol salisty Ihe fair and equitabie lest, it may 
enter a deficiency judgment against the Company it 
the judgment would not endanger (he viability or 
solvency of the Comparty Should the Special Court 
determirw the exchange Is more fair and equitable 
than Is required as a Conslitutional minimum, it may 
order the return to the Company ot the excess 
securities or other consideration Moreover, if the 
consideration conveyed by the Company to the 
transferors is less than the Constitutional minimum, 
the transferors wouhj be entitled to seek recovery 
from tt>e United States Government under the Tucker 

m 
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Act- Management has estinnated Ihe tair value ot the 
s«curilies issued to be equivalent to the net liquida- 
tion value ol the assets conveyed as detern^lned by 
USRA. In addition, Ihe Company may be liable to the 
Federal Railroad Admlnistratron (FRA) or USRA 
should the Special Court determine that payments ol 
certain equipn^nt fir\ancir^ obltgalions by FRA and 
USFtA were n^de on behalf ol the Company and con- 
stitute ' 'other benefits" to the transferors in the valua- 
tion proceedings, 

Challeriges to the validity of the conveyance lo the 
Company of certain properties, the exclusion of cer- 
tain contractual obligations a^^d Ihe exemption from 
taxes and interest in connection with the conveyance 
have been or may be asserted. The actions generally 
seek reconveyance o( the properties and. in some in- 
stances, damages and other claims tor relief. In addi- 
tion, the Secretary ot Transportation or USRA may. 
under the Act, develop proposals for further restruc- 
turing ol rail properties through transactions sup- 
plemental to Ihe Final System Plan. In connection with 
such proposals, the Company could be directed to 
transfer certain ot its properties to other railroads it 
the requisite findings and determinations are made 

Title V of the Act provides for protective payments 
to qu3lEti«] employees of the railroads in reorganiza- 
tion and other transferors consisting gerterally of 
monlhty displacement aDowarwes, termination arxl 
separation allowances and relocation expense 
benefits until such employees attain age 65. The Act 
provides a $250,000,000 fund, administered by the 
Railroad Retirement Board, to reimburse Ihe cost o( 
these protective payments At December 31, 1979. 
the existing fund was exhausted. However, based 
upon statements in the Final System Plan, itw Com- 
pany believes sufticient additional lurxling for Tttle V 
obligations will be authorized and appropriated 

Federal Invtstments: Effective May 10. 1979. the 
Financing Agreement between USRA and the Com-- 
pany was amended and restated lo provide for $3.3 
billion in authorized investments in the Company by 
USRA of which all but Si85 million has been ap- 
propriated by Congress. At December 31, 1979, $2 7 
billion of Ihe $3 3 billion has been invested The Com- 
pany's operations are depernlent upon the long-term 

investments by USRA under Ihe Financing Agree- 
ment Prior to the Company obtaining the full amount 
of financif>g urxJer the Financing Agreement, it must 
authorize an additional 1 25 million shares of Series A 
preferred stock. Furthermore, as a condition of ob- 
laintng the fmai $345,000,000, the Company must 
adopt and have in effect an Employee Stock Owner- 
ship Plan (ESOP) meeting certain requirements of the 
Act The Company believes that it will meet all the 
conditions necessary to obtain sufficient funding to 
sustain its operations through 1980. However, federal 
investments tn addition to those presently authorized 
may be required if the Company is to become finan- 
cially self-sustainir^ on a long-range tjasis 

The Company has reported to USRA various condi- 
tions of possible noncompttance with the Financing 
Agreement Should any of such corxJitions be deter- 
mined to be an Event of Default, the debentures and 
other lor>g-term debt of the Company could be ac- 
celerated and redemption of the Series A preferred 
stock could be required The Finance Committee of 
USRAs Board of Directors has waived its rights with 
respect to those instances reported lo USRA. but 
such waiver is limited to January 1. 1961. 

Othvf Mitt«r«: Various claims have been made 
against the Company by certain transferors, slates 
and others. The Company has or intends to assert 
claims against certain transferors for ihe recovery ot 
amounts tor which the Company believes it is entitled 
to be paid or reimbursed Various other matters are 
pending before regulatory agencies In the opinion of 
management, ihe resolution of these issues will not 
have a material adverse eflect on the accompanying 
financial statements The Company may be corv 
tingently liable for guarantees of funded debt or other 
obligations of certain affiliated companies At 
December 31, 1979, such guarantees aggregated ap- 
proximately $70,000,000 The Company believes that. 
urKler Ihe Act and the Final System Plan, it is not liable 
as guarantor ot a substantial portion ol such funded 
debt or other obligations of certain of these allitiated 
companies, principally where separate guaranty 
agreements were executed by transferor railroads. 
Additionally, under certain noncancellable equipment 
leases, ihe Company is guarantor of related lessor 
obligations approximating $67,000,000 at December 
31, 1979. 



68 

12. Intsntata Commsrca Commission Reporllng: 
Reports to the ICC afe based on the 'retifement- 
feptacemeni-bettermeni" accounting method (oi 
track structure under which replacements m kind are 
recorded as operating expenses in the accompany- 
ing financial statements, track structure replace- 
ments are capitalized and depreciated A reconcilia- 
tion oJ the loss in the consolidated statements o( 
operations and deficit to the loss reported lo the ICC is 
as follows: 

I97t igrs 

13. Equlpmsnt and Track Capitalization Costs: 
The results of operations tor 1979 include the effect of 
adopting an ICC ordered accounting change requiring 
capitalization of certain equipment ret>uilding costs 
that were previously expensed The effect of this 
change was lo reduce the loss for 1979 by $9.815.000 
($39 per share) The 1979 results also include the ef- 
fects of capitalizing certain costs, related to track 
rehabilitation, which had previously been expensed. 
As a result, the loss tor 1979 was reduced by 
$20,160,000 ($81 per share} Similar equipment and 

Loss 
Capilahjalton erf Irack 

structure rvplacwnents 
0«i)r9clallon 

(Dollars in TTiousarxte)               t^ack costs expensed in prior y( 
tl7a,1M                t38&.356 

S3SJ42                  321.620 
( 28,507)                   ( 25 492) 

ars were no 

OMMmt 
1979 

material. 

C068 ropofled to KX »4<7.ft31 $681,464 

14. Condansad Quart 
CclwHlM Ouansr Endvd 

arly Data (Unaudited): 
Mafcfi 31                              Juiw 30                          SaptMnlMr 30 

1979               19'8                1979                ^97B                 t979                 1978 

(Dolia's m rhouiarvJs eicspl Per Share) 

«902,>65        t7ti9,273        t1.036.5aS       $916,894        «9B3.7M       $904,859 

(127411)        (2106191              37.00e          {56,685)          (34,401)         (46,365) 
(125,008)        12160C<:>              33.02S          m.^G^         (37,809)         <48.50S) 

(5.02)              (8651                   1.29              (2 45l              (1^)              (196) 

Mr 31 
)9?B 

Operating fAvcnues 
tncome floss) from 

Operalrons 
N«l income (loss) 
Nel income (loss) per 

Share ot common slock 

ti.03uir 

(43,823) 
(48.914) 

(1J7) 

$930,085 

(62,854) 
(59,688) 

(2 43) 

As discussed m Note 13, dunng the fourth quarter ol 1979. the Company changed its method of accounting (or cer- 
tain equipment rebuilding expenditures, which reduced the toss for the first, third and (ourih quarters by 
$2,685,000. $2,302,000 and $1,160.000 ($11, $.09 and $ 05 per share), respectively, and increased net income m 
the second quarter by $3,668,000 ($14 per share) The results for the first three quarters ot 1979. as previously 
reported, have been restated lo reflect this change. The revision of the capitalization policy tor certain costs 
associated with track rehabilitation reduced the loss for the first, third and fourth quarters by $960.(XX). $7,600.(X)0 
and S4,600.0(X} ($.04, $.31 arxj $ 18 per share), respectivety. arxl increased net Income in the second quarter by 
$7,000,000 ($-28 per share) 
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Auditors' Report 

The Board ol Difeclors 
Consoliclaled Rail Cofporation 
Philadelphia. Pennsylvania 

We have examined the consolidated balance 
sheets o( Consolidated Hall Corporation and sub- 
sidiaries as of December 31, 1979 and 1976. an<3 the 
related consolidated statements of operations and 
deficit and changes in financial position for the years 
then en<Jed Our examinations were made In accord- 
ance with generally accepted auditing standards and, 
accordingly, Included such tests of the accounting 
records and such other auditing procedures as we 
considered necessary in the circumstances, 

In our report dated March 23, 1979. our opinion 
was qualified as to the Company's ability to oblam 
adequate financing for 1979 Because of the resolu- 
tion of the uncenainties related lo this matter, as 
discussed under "Federal Investments" m Note 11. 
our present opinion on the 1978 financial statements. 
8S presented herein, is different from thai expressed 
In our previous report 

Pursuant lo the provisions of the Regional Rail 
Reorganization Act of 1973. as amended, the Com- 
pany acquired rail properties of certain railroads in 

reorganization and other transferors. Substantial 
uncertainties exist with respect lo the assets acquired 
and liabilities assumed by the Company as discussed 
under "Conveyance Issues'* in Note 11 The ultimate 
outcome of these matters, which cannot presently be 
determined, could have a material effect on the cost 
lo the Company ol the assets acquired and allocation 
thereof and, accordingly, on consolidated financial 
position and results of operations 

In our opinion, subject lo the effects, it any, of such 
adjustments as might have been required had the out- 
come of the uncerlainiies discussed in the preceding 
paragraph been known, the financial statements 
referred to above present fairly the consolidated 
financial petition ol Consolidated Rail Corporation 
and subsidiaries as of Oecenrtber 31, 1979 and 1978, 
and the consolidated results of their operations and 
changes in their financial position for the years then 
ended, in conformity with generally accepted 
accouniing principles applied on a consistent basis. 

C<yrriifi^ui-»'*'of^^t^*'.-X- 

1900 Three Girard Plaza 
Philadelphia. Pennsylvania 
March 26. 1980 
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Board of Directors 

JoMph W. Barr 
Former Sec'vury of th* 

Treasury 
Boafd m«rt»i sine* Jurw 6. 

Commili«« Assmnmftnr Audit 
ComfniUM 

Jsmet M. B«og« 
Executive Vice 

Pr eskWti I—A«i ospace. 
General Dynamics Corpora- 
t<on 

Board member smce May 26. 
1976 

Committsv Assigrimenl Com- 
D«nsjit)Dn Comminee 

Wilvy A. Branton 
Dean, School oi Law Ho*»a/d 

UnivefsHy 
Board member aince January 

-1. 1979 
Con^mitlee A^Wflnrrwni Ethtcs 

Conwiitiee 

Ann Fettar Frledlavndcr 
PfOlessor-OeparTmenr oi 

£coromK;s and C*v'l 
Ertgir>eering. Ms&StfChusQlts 
Institute ot TecnrwXOQy 

Board membet since October 
30  1978 

Committee AssionmenI 
Finance Cwnmiltoe 

Staphan J. Friadman 
Ario'nay. Debevoise, Plimpton, 

Lyons & Gales 
Board mwnbef stnce Oclobor 

4  1979 
CorrvTutlee Assignment AutSI 

Cofr»mitlee 

Edward Q. Jordan 
CMalrman ana Qhtet Execuirve 

Otticer, Coniail 
Commiitee Asstgnmeni 

Finance Committee 

Oscar A. Lundin 
Forrrter Vice Chairma" Board 

ol Diraciors General Motors 
Corporation 

Boaro member smce May 28. 
'976 

Corrvniitet Assignment 
Finance Commiiiee 

5Ei 
L Chaatar May 
Chairman arxJ Chief E«ecutlw 

Officer. Chicago Sank ot 
Commerce 

Board merreer eince May 2S. 
1976 

CommHtea AsBkgnmenls Com- 
pensation Commillee. 
Finance Committee 

Jamas J. McTaman, Jr. 
Fornw' Vice PrestOent- 

Firance, CorrwnynWaliomi 
Satellite Corporation 

Board member since May 2B. 
1976 

Commillee Asstgnmeni Audit 
Committee 

Ralph W. Nicholson 
Former Senior A-wisiam 

Postmasler Geneiat-Fin^r^ce 
Board member since May 29, 

1976 
Commltlee Assignments 

Elhics Committee Compen- 
sation Commmee 

John C. Plrla 
Attorney (ol Counsel) Hanman 

& Cram 
Board member sir>c» May 26. 

1976 
Commttlee Assignment EVNCS 

Commillee 

Stuart M. Raad 
PiB'Sident and Ch.e( Opnfoting 

Officer Conrail 
Com ml 11 p« Asijignmenl 

Finance Comnwttee 

Arnold R. Wabar 
PfOvo«l, Carnegie-Mellon 

Uni •rsity 
Board m^rrbtf since May 26, 

1976 
Commit le« AsfiignmenI 

Finance Commillee 
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Corporate Officers 

Edward O. JonUn 
Chaiiman aixl CW«f Eieculiv« Otttcet 

Stuart M.nMd 
PiesKlorii and CNst Opefsiing OfTtcer 

RobartH. Plan 
EneculrvQ Vk:« Pr«slclent-Finane« and 

Admimslration 

Jamaa A. Hagan 
Senior vice PresKlent-Marketing and Sates 

Htehafd B. Haaaalman 
Senior Vee PrestOenl-Opa'altons 

Lao F. MuHIn 
Semof Vice PiesKJontPlannmg, 

Control and Informaoon SyBtama 

John L Swaanay 
Senior Vice President 

H. William Brown 
Vice Pies-deni and Tieasurer 
(ApDOlntM In 1960) 

Bobart B. Hannaaay 
vice PresKJeni-Human Resourcaa 

Alfrad A. HlGhaud 
vice PresKloni-Sakes 

Chartaa P. Northnp 
Vtce Ptestdeni-Law 

Richard H. Slainar 
vice PresKlenl-Marketlng 

Richard C. SulUvan 
Vice PresKtonT and Secretary 
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Mr. MADIGAN. We have a vote on the floor and we will be back 
in a few minutes to take up the questioning. 

[Brief recess.] 
Mr.  FLORIO. The subcommittee will  come to order.  Mr.  Lee? 
Mr. LEE. Thank you, Mr. Chairman. 
Mr. Jordan, let me say at the outset that I hope Congress can 

emulate the success you have had in reducing your deficit by 66 
percent. We will try to do that. 

Mr. JORDAN. Thank you. 
Mr. LEE. Last week there was a second deregulation bill that was 

introduced in Congress. Would you comment as to whether or not 
that proposal is the kind of remedy or reform that will give Conrail 
the kind of latitude to continue your viability and to increase your 
prosperity? 

Mr. JORDAN. Mr. Lee, you are referring to the second draft of the , 
House bill rather than the Senate bill? 

Mr. LEE. Yes. 
Mr. JORDAN. In our judgment with only one or two exceptions 

which really do not have to do with the question of rate regulation, 
the bill essentially meets our requirements and we think in the 
large both as to maximum rate flexibility and the provisions on 
joint rate freedom that we can markedly move forward. Whether 
or not we would precisely achieve the dollars we analyzed last 
summer as fundamental reg^ulatory reform we have not completed. 

I am quite confident we will be right on the money. 
Mr. LEE. Deregulation will be the kind of positive force to con- 

tinue and reestablish the kind of prosperity we would like to see in 
the Northeast with the Conrail operation? 

Mr. JORDAN. Mr. Lee, we think that legislation is a very con- 
structive step forward for the rail industry. In answer to your 
question as it relates to Conrail we think that is what is needed. 

Mr. LEE. Mr. Jordan, with the implementation of the Florio- 
Madigan deregulation bill are there any other dimensions or as- 
pects that we need to consider to insure that Conrail with deregu- 
lation would not have to come back to Congress for additional 
appropriations? 

Mr. JORDAN. Leaving aside for the moment the question of labor 
protection in the 3R title V which is a separate subject before this 
committee, there are probably two issues that would have to be 
examined over the next few years for which there are really no 
certain answers. They both stem from the question of revenue. 

One has to do with the probable modification and the balance 
between the truck-rail modes as we look at the price of energy 
increasing. What has not taken place in the last 5 years is stabili- 
zation of the relative share between these as was anticipated in the 
final system plan. As a result trucks have continued to erode the 
intercity traffic base of the rail industry in the Northeast. If that 
were to stabilize it would enhance our opportunity substantially to 
maintain the tonnage over the system that is required. 

The second dimension is also revenue oriented but stems from an 
entirely different aspect of the energy question and that is the 
movement of coal. If it turns out that the President's most recent 
proposal for the reconversion of utility plants in the Northeast 
particularly which was the first stage of this two-stage program 
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does provide and as I recall these figures, about 40 million tons of 
additional coal within the Northeast and if one projects our rela- 
tive share of that based on where we are today, it may be required 
for Conrail to get assistance in the financing of equipment or other 
facilities in relationship to that sharp buildup. 

That is because the expectation of the use of the coal will not 
occur until approximately 1984. I think it was by January 1, 1984. 
We have to put the facilities in place before that. 

We now have under careful study the hope that we would have a 
strategy by June 1 and I have discussed this with Secretary 
Goldschmidt. What total financial requirements might be involved 
for Conrail to meet that kind of a demand out 4 or 5 years, demand 
for money today with revenue coming later and whether or not 
such a demand might be met through a different source of funding 
then simply the kind of section 216 moneys that have come for- 
ward to date. 

I think the Federal Railroad Administrator, Mr. Sullivan, 
touched on it in the sense that conceivably the kind of funding that 
is available in the 4R title V, specific project rate of return interest 
paid kind of money would be highly suitable to that kind of specific 
revenue opportunity. 

Those two issues are still before us even with deregulation. Al- 
though they both stem from somewhat of the same fundamental 
question of economics and energy, they really have different as- 
pects as we go forward. 

Mr. FLORIO. Would the gentleman yield? 
Mr. LEE. Yes, Mr. Chairman. 
Mr. FLORIO. DO you think that the provision in the deregulation 

proposal authorizing greater use of contract rates in light of the 
prospects of greater coal utilization, provide you with an opportuni- 
ty for financing capability? Perhaps entering into agreements and 
contracts for long-term commitments wherein the contracts them- 
selves may provide you with the opportunity to obtain financing on 
the basis of the contracts in the private market? 

Mr. JORDAN. Mr. Florio, it would be speculative for both of us to 
presume somebody such as a bank or otherwise might in today's 
financing conditions be prepared to finance a piece of paper which 
is really what we are talking about. It is certainly true that for 
large parts of the rail industry including Conrail that revenue 
equipment and even locomotives in some cases are financed on the 
basis of the rate taking into consideration the fact that the equip- 
ment is being owned by the user rather than the carrier. 

There are other facilities that are involved which are typically 
not financed that way and in fact would under the terms and 
conditions of the financing agreement we presently have with the 
Government be a contradiction. 

For example, further rehabilitation of certain coal lines. The 
rebuilding of coal docks at water where we would bring the rail in; 
one of those is in the Philadelphia area. I think you are familiar 
with it. It is pier 124. There is also a dock in New York which is 
now under consideration and there are ore and coal docks along 
the lakes that would have to be rehabilitated. 

We estimate the total funding for those to be about $100 million, 
^t is perfectly possible we can find that through the private sector 
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if we had guaranteed contracts as we could the equipment. It is 
speculative at this point as to what might happ)en and that is the 
reason we are thoroughly examining the question to see whether or 
not it is the best way to go. 

Obviously you have to give up some of the profitability of that 
traffic if somebody else puts up their money. 

Mr. FLORIO. Thank you. 
Mr. LEE. Mr. Jordan, I recently had the opportunity to talk with 

some of the shippers who are grossly concerned about deregulation 
and sort of coming from the opinion that with deregulation Conrail 
or other providers of rail service will use that as a means of pricing 
the shippers out of business. 

Could you comment on that, please? 
Mr. JORDAN. I concur. 
Mr. LEE. They have a right to be grossly concerned? 
Mr. JORDAN. Absolutely. There has never been any question in 

my mind that some shippers on an individual basis will probably 
be deprived of rail service as it presently exists today. The question 
for those shippers is whether or not somebody else, another shipper 
or carrier or the taxpayers is not already subsidizing in some form 
their rail transportation as I would submit to you the rail industry 
has been subsidizing the highways in order to provide truck rates 
that are too cheap. 

On the other hand as we have testified before this committee 
before and as stated in our plan it is not simply that rail rates are 
going to go up, it is that rail rates on noncompensatory traffic will 
go up but rail traffic that is competitive where we can bring the 
price down and increase our volume on a contributory basis will in 
fact will come down. By eliminating the losers we gain on the 
winners. We have the money to support them and so on. 

I do not think one ought to address this question simply on the 
one side. It is both things that will happen. 

I think there was an interesting editorial in the Wall Street 
Journal in the last week which identified the relative success of air 
deregulation even for the small cities who for a period of time did 
have trouble but now are finding themselves with more and more 
flights available to them. 

I think as a country we have to be prepared to pay for what it is 
we want; not to assume somehow it can be given to us. 

Mr. LEE. Mr. Chairman, I will yield to you. 
Mr. FLORIO. I would just make the observation that I am not sure 

the airline deregulation analogy is appropriate in all contexts. 
Obviously there is no great ease of access into the market in terms 
of railroads. We are not going to have too terribly much by way of 
new railroad competition as the expectation is. We would have 
some airline competition by virtue of ease of entry. 

I am not sure that on all fours the analogy wortcs. 
Mr. JORDAN. I agree with you, Mr. Florio. I would add as has 

been identified by the Interstate Commerce Commission, all but 
about  15 percent of rail traffic is competitive by other modes. 

Mr. FLORIO. We have a vote and we will return shortly. 
[Brief recess.] 
Mr. FLORIO. The subcommittee will come to order. 
Mr. Lee? 



Mr. LEE. Thank you, Mr. Chairman. 
Mr. Jordan, the question of condemnation about efficiency of 

Conrail I have heard in other forums either for or against efficien- 
cy. Can you comment on that particular aspect? 

Mr. JORDAN. I think it is a fair comment that the railroad is less 
efficient than it should be or could be. I suppose there are perhaps 
two further observations that are germane. 

It was a turkey when we took it over if you remember. It was 
called hopelessly bankrupt. It was not a thing of beauty. In that 
context I think it has been improved and I think most of those 
same folks that would comment on its present inefficiency would 
indicate that its capacity to do business with them on an inter- 
change basis or on how things are done is really quite competitive. 

I would say the question of measuring efficiency is a relative one 
and not an absolute one. As has been characterized by others in 
the industry and commented on earlier in this forum there is a 
portion of the railroad east of something called the firewall and it 
is often described as far west as Pittsburgh/Buffalo but sometimes 
it is Harrisburg/Buffalo and that is considered to be high cost. It is 
high cost because of the nature of the operations that exist within 
that area; terminal intensive; switching operations; no long hauls; 
its business which is in some cases a condition of the past and 
others that is not. 

The overall impression that these people have is it is very expen- 
sive to operate there. It principally does center around the North- 
east corridor where we have differences with Amtrak over the 
allocation of costs on the corridor operations about which we have 
testified previously. 

Is it we are not as efficient as a railroad that operates in an 
entirely different part of the world or is it that we are performing 
functions that are really quite a bit different than what are re- 
quired in other parts of the country? 

Mr. LEE. Mr. Jordan, the point on the GAO report making the 
allegation that Government investment is jeopardized; do you 
concur with that or would you comment on their finding? 

Mr. JORDAN. I do not concur with it. I have informed Mr. Staats 
that the expectation that is printed in the report that they had our 
agreement was wrong. 

I think the testimony which I have given is pertinent to this. It 
is not an investment if you keep putting money in. One of the 
interesting observations one can make about the General Account- 
ing report is there is absolutely no effort to trace the value of 
further funds appropriated nor was there in the testimony earlier 
this morning to an explicit return in relationship to the cost of 
that investment. 

It is our view as the Board of Directors and management of the 
company that it is more foolhardy to put money in without any 
evidence of return than it is to solve the structural problems and 
the fundamental questions that exist within the territory we serve. 

I do not agree with it. I do not think the Government is undergo- 
ing an unacceptable risk. I think that is an overstatement of some 
magnitude. 

Mr. LEE. Thank you, Mr. Jordan. Thank you, Mr. Chairman. I 
yield back my time. 
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Mr. FLORIO. MS. Mikulski? 
Ms. MIKULSKI. Thank you very much, Mr. Chairman. 
I have two points I want to consider. Mr. Jordan, on page 5 and 6 

of your testimony you have indicated that traffic has declined in 
the Northeast corridor for 30 years and the decline in freight over 
the past 3 years is just part of the overall trend. 

We are all aware of why freight traffic in the Northeast corridor 
declined over 30 years; the increased shifting to highway oriented 
modes, primarily trucking. 

My concern is do you actually see this as a permanent trend that 
freight system is going to continue to decline in the Northeast 
corridor or do you see it bottoming out? 

Do you feel we are now stabilized or do you think this trend is 
going to continue? 

Mr. JORDAN. Ms. Mikulski, may I ask you one question? You 
inserted the word "corridor." I know the Northeast corridor is a 
principal preoccupation. I have referred to the entire region in the 
Northeast. May I assume you mean the entire region as opposed to 
the corridor itself? 

Ms. MIKULSKI. Yes. Pardon me. I am obsessed with the Northeast 
corridor. 

Could you answer it from both perspectives; one, the overall 
Conrail system and, two the Northeast corridor? 

Mr. JORDAN. I think that is a very appropriate breakdown. If you 
look at the decline in manufacturing employment as a principal 
statistic you will find that the States of New Jersey; New York, 
and Pennsylvania have shown absolute declines in manufacturing 
employment in the last decade whereas the midwestern part of the 
operations that we serve, Ohio; Indiana, and Michigan have not in 
fact shown a decline but levels of employment that are perhaps a 
little less than the national average but still showing some abso- 
lute growth. 

If you divide our railroad into those same two parts you will find 
those States I just referred to plus New England, we probably 
represent 70 percent of the rail service in that part of the country 
whereas in the western part we have extensive and very strong 
competitive from major and smaller class 1 railroads. 

The difference in growth is really between the two parts of the 
region that we serve totally. It would be my overall judgment that 
it is unlikely in the next 5 years that there will be appreciable 
changes in the level of freight moving by rail as opposed to truck. 
That is not a very precise way of putting it. 

The trends of truck eroding share of rail will continue over the 
next few years unless or until there is some better accounting for 
the total costs of truck both in the form of energy and the highway 
cost in relationship to rail service. I think they are out of balance 
today. 

I think we have actually subsidized as Congress has indicated the 
cost of energy in this country and encouraged less efficient uses 
and I think there is absolute evidence that heavy trucks are dete- 
riorating the  highway system and  not paying their full share. 

At the time that shift occurs, that is the balance between those 
then it would be my expectation that you will find rail transporta- 
tion beginning to come back if we have been able to preserve it in 
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place. I think between now and then I would expect with the 
exception of coal as I indicated earlier in response to Mr. Lee's 
question, I doubt very much that there will be appreciable change 
in the trends of anything else. I regard coal as a separate category 
and that depends a great deal on the energy policies which the 
country evolves. 

Ms. MiKULSKi. Coming back to the Northeast, do you feel we 
need two separate corridors, one for freight and one for passenger? 

Mr. JORDAN. If you intend to continue to exploit the possibilities 
of passenger service on a high speed basis between Washington and 
New York in particular, I think we are running to use the GAO's 
expression in relationship to the report before you the probability 
of an unacceptable risk at some point as to congestion; speeds and 
the possibility for accident if we continue to try to develop freight 
service. 

If we use the corridor as a principal passenger route and do not 
take into consideration the cost associated with freight on it what 
we will find is declining use of rail on the corridor itself and the 
probability that some of it will shift to truck which I do not think 
is the kind of policy you have in mind for the Northeast corridor. 

Ms. MiKULSKi. I do not. 
Mr. FLORIO. Will the gentlewoman yield? 
Ms. MiKULSKi. Yes, Mr. Chairman. 
Mr. FLORIO. You started talking about safety and certainly that 

is something everyone is concerned about but over what time- 
frame—it is my understanding and we have had people testify that 
in the foreseeable future there would be no operational difficulties 
with continuing to run freight and rail on the same car, that there 
is unused capacity that is there. 

At what point appreciating the fact that you cannot be very 
precise, do we approach a safety problem by virtue of these two 
types of traffic? 

Mr. JORDAN. Mr. Chairman, I saw the summary of a capacity 
study in which we participated with the Northeast Corridor Im- 
provement Project Federal Railroad Administration which indicat- 
ed if they reached the levels of service for the 100- to 120-mile-an- 
hour trains in the 1985-90 segment that there will be capacity 
constraints. 

In the meantime there is a different dimension of that constraint 
which is clearly the same kind of financial question we talk about 
in deregulation. If the freight railroad is forced to absorb excessive 
maintenance costs in order to continue or capital expenditures for 
locomotives or signaling systems in order to preserve the safety 
elements associated with achieving those capacities then what we 
are in effect doing is increasing the cost out of relationship to the 
true value of the service as a freight service. 

Mr. FLORIO. Would that dictate that marketplace forces then 
shift off of that? 

Mr. JORDAN. Assuming we had a place to shift to. 
Mr. FLORIO. Thank you. Ms. Mikulski? 
Ms. MIKULSKI. Mr. Jordan, I only have one other question which 

goes to the continued reinforcement of the idea of the need for 
regulatory reform in order for Conrail to be viable. 
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Given in an order of priority what three regulatory reforms 
would you consider critical for the stability and growth of Conrail? 

Mr. JORDAN. The first is the question of our individual freedom 
to move on joint rates. Today we are constrained by our partner- 
ship with other railroads who will have to concur in any change 
which we would make. Without that I think even the second is of 
marginal value but it certainly would be second and that is some 
degree of freedom at the maximum rate level to move without the 
protest and investigation of the present procedures. 

It would allow us to more quickly follow the marketplace and to 
respond to shipper needs or carrier opportunities. 

Third, I think if you get both of those in place what you would 
have is a carrier which is more closely approximate in the needs of 
his prospective shippers and present customers and then I think 
the third which would inevitably follow from that is some degree of 
increased speed or expedition in the proceedings associated with 
how we handle noncompensatory lines, urban and rural. 

You will notice I carefully did not talk about abandonment be- 
cause really it is not my view abandonment is a constructive way 
to proceed given what I said to you earlier with regard to the 
overall need for rail services as we look ahead in the next decade. 

I cannot sit here and tell you if we practiced a massive abandon- 
ment that it would so materially improve our financial capacity 
even though we have analyzed it that we can make it that way and 
I think the country might be ill served by 7,000 or 8,000 miles of 
railroad disappearing from the Northeast. 

Ms. MiKULSKi. Do you think we would be premature now in 
abandonment? 

Mr. JORDAN. I most assuredly do. That does not mean there are 
not particular lines that are a problem. When you are talking 
about 10 or 20 miles you are talking about relatively small seg- 
ments. I am talking about a big change. 

Ms. MiKULSKi. Given what you said about the next couple of 
years being a little bit "ify" in terms of growth and transition and 
in terms of shifting to rail so that to abandon now would be a 
premature strategy and if we could hold on and not lose too much 
it might be a wiser method. 

Mr. JORDAN. What I would suggest is the possibility of shifting 
the burden to protecting the community and the shipper rather 
than allegedly subsidizing the railroad for maintaining certain 
branch lines. If the expectation is as community needs a railroad for 
industrial development or for the prospect of sustaining its indus- 
trial development or economic development as presently in place, it 
is not inappropriate to subsidize that cost in some way with the 
railroad paying a trackage right for the use of it on the basis that 
it enjoys a reasonable return on it. 

If there is a shift and railroads become more efficient the track- 
age right will inevitably start to pay off the original cost. 

I am simply suggesting that we do not know enough about what 
is going to happen in the next decade about energy and transporta- 
tion and we ought not make premature judgments and at the same 
time we ought to consider viability of the rail system itself emd not 
make it a ward of the State while we wait to see what happens but 
attack the problems as we see them today. 
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Mr. FLORIO. Will the gentlewoman yield? 
Ms. MiKULSKi. Yes, Mr. Chairman. 
Mr. FLORIO. Certainly one of the motivations for rail deregula- 

tion is to have a better improved rail service, but I suspect that in 
the inner recesses of the administration there is someone who 
would admit also that it is designed to stop the flow of Federal 
funds into the rail system saying folks, you are going to make it on 
your own. 

What you are suggesting, if I understand it correctly, is yes, 
there would be less Federal funds flowing to Conrail, or to rail 
systems who we now are going to provide funds flowing to other 
entities, because you would spin off those lines that you do not 
think are appropriate to put your valuable dollars into but give 
them to someone else and let them come to Congress for assistance 
whether it be branch line assistance or assistance to communities 
to maintain those lines. 

That really does not diminish our fmancial responsibility. Is it 
not more appropriate that we make the decisions through some 
mechanism as to what it is that should be sustained and what it is 
that should not be sustained? 

Mr. JORDAN. Mr. Chairman, if you can make that determination 
today based upon the knowledge you have then I completely concur 
with you. 

My question is that we do not know enough about what kind of 
rail service we may need by the end of this decade and you may 
want to preserve those lines for some period of time. 

There are many ways of preserving them and I think the evi- 
dence over the last 4 years support this and that would be far less 
expensive than the broad scale effort that is involved in preserving 
all of Conrail as an entity. For example the branch line program 
which we commenced with had about 3,000 miles in operation. My 
recollection is the subsidies were about $1 million a month and 
they have gone down from that period of time because they involve 
States and communities. 

That is a relatively nominal number as compared to the $700 
million of Federal money going into preserve Conrail as a totality. 

I think there is clearly an opportunity in some cases to preserve 
those lines on a short line basis, that is turning them over to other 
operators. I would add I do not see any reason for the Government 
to turn them over on the basis that unfortunately enriches the 
recipient at the expense of the Government at the same time. 

What we are talking about is the difference between how we 
operate those lines and whether or not there is another way of 
being efficient on those as compared to operating as we do as a 
large class 1 railroad. 

Mr. FLORIO. Thank you. 
Ms. MiKULSKi. Mr. Chairman, I have no further questions. Thank 

you very much. 
Mr. FLORIO. Mr. Jordan, I have a few questions. 
What is your thought about, and do you have any confidence in, 

the possibility of USRA being charged with the responsibility of 
coming forward with a restructuring plan very much the same way 
it was charged in the Amtrak restructuring plan? Do you think 

"t USRA is appropriately sensitive and that the results of what- 
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ever they came back with would be something that might be more 
appropriate than your present configuration? 

Mr. JORDAN. You are asking me whether or not USRA ought to 
redo the final system plan? 

Mr. FLORIO. Yes in a sense. 
Mr. JORDAN. In the simplest way, clearly there is a problem of 

objectivity. I would acknowledge it before I answer. It is my view 
that the administration and Congress would be far better served by 
utilizing the resource of the corporation which I think understand 
the problem in considerable depth to make that determination as 
to what might happen. 

I think in a matter of 3 months myself and two analysts sitting 
down with you and the appropriate chairman from the Senate and 
the administration could agree on what the requirements of the 
system would be; what we know about what has happened to date; 
what the prospects for different solutions are and reduce it to one 
or two prospective answers. 

There is an enormous amount of analysis that has been done. 
Another final system exercise in my view would be redundant. It is 
not needed. We already know enough. We ought to be able to 
resolve the issue on the basis of where we are today. 

Mr. FLORIO. As part of the proposal you are suggesting as an 
approach, would you contemplate opportunities for other rail sys- 
tems to come into and serve a portion of the service area you are 
now servicing, or do you contemplate the result of the type of 
proposal you are talking about to be an exclusively Conrail con- 
trolled service area? 

Mr. JORDAN. I have always testified I think under appropriate 
regulatory environment we would have to provide for further com- 
petition if that was a desirable answer to serve the needs of the 
communities and shippers in question if we could not or the rea- 
sons Mr. Lee asked about, if it has something to do with our 
inability to operate then the question we would have to ask our- 
selves and which I think would be quite apparent is increased 
competition to particular points a means of improving rail service 
for the region and/or is it a means of improving or degrading 
Conrail's prospects financially for succeeding? 

You talk about competition to points where there are already 
three or four railroads who are dividing up the traffic. It is prob- 
ably unlikely that more competition is going to enhance any one 
railroad's capacity. 

When we go into a region where we are considered to be a 
monopoly what we need to examine there is another railroad going 
to enhance the value of service or is it going to decrease costs or is 
it going to divide up already unprofitable noncompensatory traffic. 
I think we can answer those questions. 

Mr. FLORIO. Would you agree with the theory that if other im- 
proved service is available you would be more disciplined in im- 
proving your service and you would attract more traffic from alter- 
native modes? 

Mr. JORDAN. Mr. Chairman, if that were true we would not have 
had eight bankruptcies in the Northeast in the decade of the 
1970's. There was plenty of rail competition throughout the North- 
east. There were plenty of friendly connections to the small rail- 
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roads and yet virtually half of the railroad industry was bankrupt 
in the Northeast. 

There is a fundamental problem in the Northeast that we cannot 
ignore. 

Mr. FLORIO. Other than title V moneys does Conrail anticipate 
coming to the Congress this year for extended authorizations? 

Mr. JORDAN. NO, sir, we do not intend to come this year. That is 
not to say that there may not be a need at some point in time. I 
have never stated that the $3.3 billion was a maximum number. 
First we must resolve the other questions. 

Mr. FLORIO. The Southern and Conrail agreement on joint rates 
is something that is very important to our deliberations on deregu- 
lation. Can you give us your thoughts on that agreement, the 
apprehensions you may have in entering into such an agreement, 
and when in fact it relies to a large extent upon continuing agree- 
ments as to the connecting carrier's willingness to go along with 
your proposed increases? What makes you feel there is going to be 
those agreements in the future that would change your overall 
financial picture in a beneficial way? 

Mr. JORDAN. YOU are very much aware that the initiative in 
these cases is now in the hands of the railroad who needs the 
additional revenue and the burden of proof has shifted to the other 
side. Unless there is a capacity to indicate that you are not entitled 
to that revenue you as the initiating railroad can increase your 
price. 

That is a real turn from the way it has been where the mere 
veto of that initiative meant nothing would happen. We have cited 
before a number of incidents. 

Mr. FLORIO. YOU have enough confidence in the objectivity of the 
accounting systems so that there will not be that many disputes as 
to whether you are meeting 110 percent of the variable costs as a 
result? 

Mr. JORDAN. We have agreed to use the presently existing 
system, rail form A. It is not adequate in our view in terms of its 
precision on certain dimensions of costs and that is the specificity 
of certain moves. 

Frankly, Mr. Chairman, the question before Conrail as it was 
before the rail industry and as before this Congress often is not 
what is perfectly right but what is acceptable that moves us for- 
ward from where we are. It is our view this moves us forward in a 
measurable way. 

As I responded to Mr. Lee in combination with the other dimen- 
sions of regulatory reform in your bill we think the dollars we have 
estimated as required to assist us in getting out of this hole are 
present in that bill and therefore we support it. 

Mr. FLORIO. Were Conrail to be totally out of the commuter 
business, would that enhance the financial picture for Conrail? 

Mr. JORDAN. Yes, sir. I think so. We have shown in our annual 
report we are now owed some $90 million by passenger services 
after 4 years. It is a very significant sum. 

Mr. FLORIO. What is the reason? 
Mr. JORDAN. They are not paying us. 
Mr. FLORIO. I assume they have some reason. 
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Mr. JORDAN. They do not have the money. If that seems a little 
facetious that is precisely what the problem is. In Philadelphia 
SEPTA does not have sufficient funds to make the payment. We 
have continued to debate the level of service and we are all and 
that is SEPTA; the State; the community and ourselves facing a 
very undesirable and unacceptable prospect of having to examine 
the question of discontinuing services under what we perceive to be 
the law. 

Mr. FLORIO. It would not be something you would dig your heels 
in and fight about if in fact Amtrak were to negotiate with some of 
the commuter operating agencies for the purpose of assuming com- 
muter responsibilities? 

It has been conveyed to us they desire to do so. 
Mr. JORDAN. I was not under the impression that the commuter 

authorities had conveyed that. 
Mr. FLORIO. I am sorry. Amtrak has conveyed to us they are 

interested and willing to become involved in not only intercity 
traffic but also commuter traffic. 

Mr. JORDAN. I think if Amtrak were to take over a principal 
dimension of the complexities that now exist which is the Amtrak 
commuter and Ck)nrail operations over the corridor where we have 
three difi"erent parties involved, it would certainly be alleviated. 
You would have a bilateral as opposed to a trilateral. 

We would not object providing we were properly protected in 
terms of past debts and our future use of those facilities. 

Mr. FLORIO. Mr. Jordan, we thank you very much. 
I am very pleased to call upon our very patient colleague from 

Connecticut, Congressman Dodd. 

STATEMENT OF HON. CHRISTOPHER DODD, REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CONNECTICUT 

Mr. DODD. Thank you, Mr. Chairman. I was delighted to be able 
to listen to the testimony of Mr. Jordan and to hear some of the 
questions from the members of the committee. 

I thank you and the subcommittee for giving me an opportunity 
to be before you this morning to express some of the concerns that 
are felt very strongly by freight rail users in Connecticut and New 
England. 

What you and your subcommittee do to deal with Conrail's con- 
tinuing financial crisis will have a tremendous impact on business 
and industry in Connecticut and the other 16 States in which 
Conrail operates. 

As cargoes, traffic volumes, type of service and availability of 
non-Conrail carriers vary from State to State in the Conrail region 
so also the options vary for addressing Conrail's financial problems 
and for insuring that shippers continue to receive rail service. Mr. 
Chairman, I think it is important to stop here and recall why we 
created the Conrail system and have authorized $3.3 billion in 
Federal funding for it since 1976. The reason was simple, as stated 
by Mr. Jordan and others who have been before this committee; it 
was to provide energy efficient and economically essential rail 
service to shippers in areas of the country where railroads were in 
bankruptcy. 
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Conrail was then and remains today nothing more than a vehicle 
for achieving that goal. However, if Conrail is found to be incapa- 
ble of performing the task for which it was created either in whole 
or in part then alternative means of performing that task must be 
found. 

At the same time I think all of us recognize the economic and 
political realities of these times. It is my feeling that continued 
Federal subsidizing of Conrail is not an option for dealing with its 
current or future problems. I say that not as someone who auto- 
matically opposes subsidies but I think we all recognize the tenor 
of the times we are living in and the demands being made on this 
institution for continued Federal support for a variety of programs. 

I am merely stating more of a reality than my absolute opinion 
as to how I would vote on those matters. 

Mr. Chairman, I would like to state for the record that I am not 
advocating the dismantling of the Conrail system. In many parts of 
its system Conrail has provided good efficient service, as it has for 
many rail users in my own state of Connecticut. 

In many areas Conrail has done a truly impressive job of upgrad- 
ing main lines and providing efficient long haul service. There is 
also a great deal of evidence that much of the local service rail 
operations in the State of Connecticut are unprofitable for Conrail. 

For this reason, Mr. Chairman, I want to talk today about rail 
problems in an area of the Conrail region, my State of Connecticut, 
and how I believe service to shippers in the State can continue to 
be provided without additional Federal spending. I am introducing 
legislation today with Senator Pell from Rhode Island, who has a 
similar view of Conrail's operations in his own State. Our legisla- 
tion mandates that the Secretary of Transportation develop a pro- 
posal for the transfer of all Conrail properties in Connecticut and 
Rhode Island to another railroad provided that the acquiring rail- 
road meets a number of criteria, the most important of which 
would be agreement to operate service on the Conrail lines without 
Federal subsidy and without abandonment for at least 5 years. 

Conrail's financial problems systemwide are well known and 
have been discussed in great detail already in this hearing. The 
simple fact is that Conrail is continuing to lose large sums of 
money and the GAO this morning has said that Conrail will need 
large Federal subsidies in future years whether or not rail deregu- 
lation is enacted. 

It is Conrail's method of dealing with its financial crisis that 
threatens service to shippers in Connecticut. On page 8 of its 
report, GAO refers to the so-called August Plan developed by 
Conrail which calls for the abandonment of some 1,900 miles of its 
system as a way of reducing its operating losses. More recently in 
an article that appeared in the March 3 edition of Business Week 
the predication is made that Conrail, "will now have to move 
quickly to abandon 3,000 to 4,000 miles of track that Jordan, Con- 
rail's president, calls 'marginal' even though the ICC moves slowly 
in abandonments." This latter estimate is essentially the same as 
the U.S. Railway Association identified in its report last Fall enti- 
tled "Alternatives to Conrail." 

The USRA's analysis shows that the cutback in Conrail service 
ould be especially severe in Connecticut where it estimates that 
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Conrail would have to "rationalize" which is a term I consider to 
be tantamount to "terminate," service on 45.1 percent of the track 
miles it operates in the State which is more than in any other 
State except Virginia. 

Service would be rationalized on all but three Conrail operated 
lines in my State, Plainfield to Groton, Manchester to Hartford 
and Hartford to Waterbury. The USRA's analysis assumes that 
freight rail rate deregulation will pass the Congress this year and 
that the Federal Government will invest in Conrail an additional 
$850 million which is a commitment which I mentioned earlier 
that the Federal Government is highly unlikely to make in my 
judgment. 

While Conrail has rejected the specific conclusions of the USRA's 
report. It has failed to identify what cutbacks would be needed. 
Conrail has said however that it is losing money in New England 
and the region's rail needs might best be served in the future by a 
core system of high density lines. 

Conrail has repeatedly said that it is losing money on its boxcar 
operations. Fully 58 percent of the traffic volume in Connecticut is 
boxcar traffic. 

In addition, information being gathered for the joint USRA-New 
England Regional Commission study of rail operations in the 
region shows that there has been a dramatic decline in the volume 
of rail freight traffic in the region between 1972 and 1977. Specifi- 
cally the study has found a decline in traffic volume since the 
collapse of the old Penn Central. 

Mr. John Sweeney, Conrail's vice president for government rela- 
tions, recently spoke at a meeting on rail freight issues in Water- 
bury, Conn, and commented on Conrail's plans for Connecticut and 
New England. At that meeting which was sponsored by the Water- 
bury Chamber of Commerce and which I had the honor of moderat- 
ing, Mr. Sweeney said that Conrail planned to continue providing 
service to shippers in the State and region, and that it would resist 
any effort to turn over to other carriers lines it now operates. 
While this statement sounded very reassuring Mr. Sweeney then 
went on to say that Conrail was not prepared to make any un- 
equivocal commitments to continue providing service over its sys- 
tems in the State and region. 

This indefinite statement gives very little assurance that Conrail 
will continue to provide service in the State of Connecticut. As the 
USRA route rationalization shows, the unfortunate facts are that 
all but three of Conrail's lines in Connecticut would have to be 
rationalized even with additional Federal subsidies and deregula- 
tion. Conrail classifies all the lines it operates in the State as 
branch lines and it is branch lines that Conrail has repeatedly said 
are the most unprofitable parts of its system. 

For these reasons I believe it is clear that regardless of what 
steps are taken to solve Conrail's financial problems, be it deregu- 
lation, abandonments or subsidies, service to shippers in my State 
is going to be threatened. As a result I believe the only alternative 
for my State is to transfer the lines. 

The legislation I will introduce seeks to protect Connecticut and 
Rhode Island rail users from Conrail service cutbacks by mandat- 
ing the transfer of all Conrail properties to other railroads after a 
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thorough analysis has been performed. I would like to emphasize 
the various steps that would be required before we would allow any 
precipitous transfers. It is not just a shell and pea game. 

The Secretary of Transportation would be required to develop a 
proposal for such a transfer. Any railroad that agrees to purchase 
all the properties, operate them without Federal subsidy, and 
maintain them for 5 years without abandonment would be eligible 
to bid. 

If there is more than one railroad bidding for the lines as I hope 
there would be, the Secretary would select the bid on the basis of 
the railroad's ability to provide service to meet the transportation 
needs of the States of Rhode Island and Connecticut; to provide 
safe and efficient rail transportation on the Conrail properties and 
to be financially capable of acquiring the properties. 

If no one railroad bids on all the properties the bill would then 
direct the Secretary to develop proposals for the sale of portions of 
the Conrail properties in Connecticut and Rhode Island. In this 
case the Secretary would also have to make the determination that 
the bidding railroad would be capable of providing service better 
than Conrail is. 

Having identified an acceptable bidder the Secretary then would 
petition the special court for the transfer of the properties. The 
special court would have to find only that the transfer of the 
property is in the public interest in order for the transfer to be 
ordered. No railroad would be permitted to acquire Conrail lines 
for less than net liquidation value as of April 1976, the price that 
Conrail paid, adjusted by the GNP deflator index plus the value of 
capital improvements to the lines made since April 1976 and less 
depreciation since April 1976. In addition the acquiring railroad 
would have to agree to accept the same labor agreements that 
Conrail would be bound by under law. 

Mr. Chairman, the procedure I am proposing is streamlined. It 
would make it possible for transfers of Conrail properties to occur 
before the Federal subsidy for Conrail runs out. In this way I hope 
that service to shippers will not be abandoned. At the same time it 
will allow Conrail to get rid of unprofitable lines. 

There are railroads in the New England region which have al- 
ready expressed a desire to acquire Conrail lines in the event they 
should be put up for sale. It is my hope that your subcommittee 
will include this proposal in the deregulation bill so that Govern- 
ment can help find a private enterprise solution to the rail prob- 
lems of the States of Connecticut and Rhode Island. 

If service abandonment is to be avoided the transfer process 
must be initiated soon. For this reason I hope that we will be able 
to work together to establish the process that is needed. 

I thank the chairman and the committee for giving me an oppor- 
tunity to come before you. 

Let me take a couple of minutes, Mr. Chairman and emphasize 
that this bill that I am submitting today is a starting point. I am 
not wedded to specific language or wedded to the idea that other 
criteria might not be included or that some I have included may be 
unnecessary. 

It seems to me we are confronted with some realities that we 
have to accept.  We can delude ourselves into believing or not 
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believing what is in front of lis. I think the statements of Conrail, 
along with the studies that have been done and the assessments 
that have been made, indicate we are going to see a significant 
reduction in the kind of service we need. This service is necessary 
in order to maintain employment factors, and to insure the avail- 
ability of transportation, both existing industries and for industries 
we would like to be able to attract to the Northeast region. Many 
of these industries are suffering because of the attractions of the 
Sunbelt area and for a variety of other reasons. 

It seems to me that if we wait until the inevitable occurs we may 
find ourselves scrambling to put back something after it is too late. 

The transfer proposal I have suggested is a way of hedging 
against the inevitable. That is the fundamental reason for the 
proposal. I have no desire to see us just switch heads in effect and 
be confronted with the same problems we are today. 

Thank you for your patience. 
Mr. FLORIO. Thank you very much. 
I would like to call upon our very distinguished member of the 

subcommittee, Ms. Mikulski. I understand she has some constitu- 
ents in the audience. 

Ms. MIKULSKI. Thank you very much, Mr. Chairman. Today I 
would like to recognize the fact that my sister, brother-in-law and 
niece and nephew are visiting the Congress to see how both democ- 
racy and their Aunt Barb works. I hope they are as dazzled by 
democracy as I hope they are by me. 

I would like to thank you for allowing me to recognize them. 
I only have one question for the gentleman from Connecticut. 

Mr. Dodd, first of all I would like to compliment you on all of your 
work and leadership and bringing and keeping jobs in the North- 
east area. Most of us in this Northeast corridor face many of the 
same problems and you have certainly been a leader in that. 

I think your legislation is creative. I wonder if the private sector 
has indicated to you whether they would become involved in this; 
in other words are there some specific railroad lines and what 
indications have they given to you that they will work where 
Conrail has not? 

Mr. DODD. There is at present one particular line that has ex- 
pressed a strong desire to bid under a process such as the one I am 
proposing. It is the Providence and Worcester Line. There are 
others in the area that I think would be interested as well in 
bidding on at least a part if not all of the system, were it to become 
available. 

The question of whether or not the Providence and Worcester or 
any other of these private lines are financially capable of assuming 
the responsibility under the criteria I have outlined is really a 
question that can only be determined by the people who would go 
over the books and look at the proposals as they are made. 

There is unequivocally a strong interest by some very creative 
private carriers who are interested in proving that it is possible to 
provide good, efficient, reliable freight service without coming 
before the Congress of the United States to seek operating subsi- 
dies year after year. 

Ms. MIKULSKI. Mr. Dodd, that is the point of my question, wheth- 
er those private railroads have the financial capacity to provide 
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service. What is it in their conversations with you that indicates 
they can make it? 

Mr. DoDD. I think they feel as though they are more aggressive 
in seeking new business and assisting industries that have special 
problems and helping them get over those hurdles so they can 
maintain them in business which is in their self interest as well. I 
think it is talking about an attitude in terms of trying to serve a 
constituency and particularly to try to serve a constituency where 
there is no guarantee that they are going to be helped financially 
by the public sector if they do not provide that kind of service. 

Unfortunately, I think we have been confronted in the past with 
an attitude that it does not really make that much difference 
because it was always possible to come back to Washington and get 
help. These private carriers have not seen it that way and have 
proven they have been able to be successful, particularly the line I 
mentioned. 

Ms. MiKULSKi. The reason I asked that is what you are saying is 
something similar to a conclusion I have reached. When it comes to 
really aggressive marketing, operations; and creative approaches to 
transportation as a whole, they are best left at the local or regional 
level where executives and planners know the region, establish 
personal relationships with the shippers, and become part of the 
solution because they want to attract more business into the com- 
munity. What we need a national organization for is coordination 
and to make sure labor agreements are met. 

The aggressive going after business and making railroads work 
and bringing in more business into your community and mine is 
best done by the people who have to live there and not some 
anonymous national organization that makes decisions by macro- 
economic models and computer printouts. 

Mr. DoDD. That was the point I was making. I thank the gentle- 
woman. 

Ms. MiKULSKi. Thank you. I would hope we consider what we are 
doing here. Maybe we need to think of a blend between the nation- 
al organizational mechanism and aggressiveness, that dynamic 
quality found more at the local level. I do sense a local inertia; 
what the heck, if we make it we do and if we do not, we do not. It 
is not that activity that would make you and Ms. Grasso and the 
others happy. 

Mr. DoDD. The point is that these are short haul carriers. It is 
not something that spreads out forever. You want to make sure it 
is integrated, because you do not want to have a patchwork quilt. 
Particularly when you have a State like Connecticut, which is sort 
of the last link between Maine, New Hampshire, Vermont, Massa- 
chusetts and the rest of the country, you do not want to have a 
carrier that could in any way disrupt the availability of other links 
in that chain. 

I say that because I think it is important that you do have that 
intense, creative, aggressive kind of attitude. But you also need a 
carrier that is reliable when the puzzle all fits together; you do not 
want to have a gaping hole which jeopardizes the overall delivery 
of freight by rail in the country. 
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Mr. FLORIO. I would like at this point to commend you for the 
imaginative proposal. It certainly is one of the options we will be 
utilizing as we go forward. 

Let me just for the moment play the devil's advocate as to what 
Conrail might say in response to the proposal. Certainly an outside 
railroad would be able to come in as long as they can cherry pick 
their spots. They can certainly make the operation go. Conrail 
might say we could make an operation much better if we were not 
saddled with some unfortunate parts of the system; some terminal 
operations that are old and inefficient and very costly. 

The probability is that they would not come in if they are re- 
quired to assume labor obligations and assume a lot of things 
Conrail has that other railroads do not have. 

Your concern about gaping holes left as a result of selective 
transfers dictates that someone look at the whole system to make 
sure that if one is going to parcel off provisions that they are all 
parceled off in conjunction with an appreciation of the need of the 
whole. 

Particularly on the labor questions, do you have any thoughts as 
to how the railroads would address assuming the obligations that 
Conrail has concerning labor? 

Mr. DoDD. Let me take the first point with regard to the lines 
that appear to be unprofitable. It comes back, in a sense, to what 
Ms. Miiculski was saying. The question is whether or not some of 
those lines are unprofitable. They are unprofitable in some cases 
because there is not the kind of aggressive attitude in terms of 
making them work and attracting industry to locate along them, to 
do the kinds of things you need to do to make them viable. Thus, 
profitability can be self-fulfilling prophesy in some instances. 

I think that is part of the problem. I do not mean to say that this 
is the whole answer. I do think it is part of it. 

With regard to the labor agreements, again I would emphasize 
those that would have to be worked out. I realize there are some 
serious problems with labor agreements, but the rail lines that 
have expressed interest have said they feel they can live with 
agreements that are worked out as they have projected ahead their 
own ability to take over some of these lines. 

I do not want to sit here and try to suggest that this is absolutely 
the case. It seems to me if a rail line is expressing that kind of 
interest, they are also suggesting they do not believe they would 
need to have the operating subsidies. We ought to be able to take a 
good look at that, and not just tell them no, you are wrong. 

I am not going to say they are absolutely right, either. Maybe 
the labor agreements are such that anyone would have difficulty 
operating under them without some sort of Federal help. 

It seems to me that if that is the case, then it is something the 
committee will have to look at. The point to be made is that we do 
have the kind of aggressive independent railroads that are interest- 
ed in showing they can do this, do it well and efficiently, and 
provide quality service to shippers without having to come to the 
Government. Whatever can be worked out in that area will be 
worth looking at. 

If it is not adopted systemwide in this manner, then certainly 
portions of it possible for this transfer plan to be may be carried 



74 

out, particularly in areas where we may find Conrail has to pull 
back an}avay because of its own financial necessities. Rather than 
waiting for that doomsday to occur, we should begin the process so 
we can have a relatively smooth transition. In this way we may 
avoid the economic dislocation that could occur as a result of a 
lapse of a year, at the minimum, between the abandonment and 
the possible picking up of that kind of line. We should keep in 
mind what such a lapse would mean to the industries affected. 

Mr. FLORIO. Thank you. Mr. Lee? 
Mr. LEE. Thank you, Mr. Chairman. 
Congressman, as a neighbor from the West I would like to con- 

gratulate you on the recognition that we need to insure that we 
have a viable rail system for the Northeast, and I commend you for 
that. 

On page 3 of your testimony explicitly under the process where 
you attempt to delineate how the Secretary would petition the 
special court for the so-called transfer and particularly your point 
you made that you are not wedded to this and this is still in a 
formative stage I would like to suggest a couple of points for your 
consideration. 

It is my understanding the Federal court has not made a final 
determination as to the value of the Conrail system at this point 
and that is still very much before the court in being determined. 
You have difficulty in trying to isolate whatever a potential line 
may be in establishing what the value is. 

It is my understanding the court has rejected the so-called net 
liquidation value procedure as being acceptable. What I am sug- 
gesting is in your staff work up in the Dodd-Pell bill you may want 
to look at the possibility of changing how you make that assess- 
ment under the transfer procedure. 

As I see it it is not accepted by the court and there is no way to 
establish what that value may be. 

Mr. DoDD. I thank you for your suggestion. 
Mr. FLORIO. Congressman, thank you very much. 
Mr. DoDD. Thank you very much, Mr. Chairman. 
Mr. FLORIO. Our last witnesses comprise a panel consisting of Mr. 

Vance Taylor, president of the Chamber of Commerce, Northwest 
Connecticut; Mr. Robert Weltzien, chairman of the board and chief 
executive officer, Timex, Inc. and Mr. William Lazarek, deputy 
commissioner. Bureau of Planning and Research, Department of 
Transportation of the State of Connecticut. 

We would appreciate your identifying yourself. 

STATEMENTS OF ROBERT F. WELTZIEN, CHAIRMAN OF THE 
BOARD, TIMEX, CORP; VANCE A. TAYLOR. PRESIDENT, 
CHAMBER OF COMMERCE, NORTHWEST CONNECTICUT; AND 
WILLIAM LAZAREK, DEPUTY COMMISSIONER. BUREAU OF 
PLANNING AND RESEARCH. CONNECTICUT DEPARTMENT OF 
TRANSPORTATION. ACCOMPANIED BY RICHARD LEETE, DI- 
RECTOR. RAIL PLANNING, STATE OF CONNECTICUT 
Mr. WELTZIEN. Chairman Florio and members of the subcommit- 

tee, I am Robert F. Weltzien of Timex Corp. with corporate head- 
"'"^rters in Middlebury, Conn. 
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I am presenting testimony today in my capacity as vice chairman 
of State and Federal Affairs for the Greater Waterbury Chamber of 
Commerce representing the business community of western Con- 
necticut and specifically the Naugatuck Valley, an area comprising 
a population of nearly 1 million people and a labor force exceeding 
one quarter of a million workers. The industrial sector includes the 
manufacture of primary metals; fabricated metals; electrical equip- 
ment; clocks; watches and related instruments; chemicals; rubber 
and plastic products. Rail freight service is a crucial transportation 
resource for the region which stretches from Long Island Sound to 
Massachusetts. Presently rail service is provided by Conrail on 
trackage that runs from Bridgeport up the Naugatuck Valley 
through the industrial centers of western Connecticut which in- 
cludes Waterbury and north to Torrington. 

Since the late 19th century, rail service has been a catalyst of 
economic development and served as the exclusive transportation 
resource that allowed Waterbury to become the brass capital of the 
world. Through the auspices of rail transportation our region at 
the turn of the century was also the center of the Nation's manu- 
facturing source of clocks, watches, and rubber products. These 
industries flourished thousands of miles from the source of raw 
materials and the markets served. Interestingly the only real com- 
petition that ever existed in the region among rail carriers ended 
on July 1, 1898, when the New England Railroad became part of 
the old New Haven Railroad. Conrail today follows in this ignoble 
tradition of no competition and the history of rail service in the 
region reflects the economic consequences. 

The current status of rail service is typified by an atmosphere of 
uncertainty. To quote an editorial which appeared in the Water- 
bury Republican—which is the region's leading newspaper—on 
March 19, 1980, "The Conrail operation is dominated by uncertain- 
ty, uncertainty whether lines will be retained, whether shipments 
will arrive on time, whether future subsidies will keep Conrail 
alive." 

Rail users and most importantly potential rail users are discour- 
aged in making long term capital investments without an assur- 
ance that the rail system will remain a viable transportation re- 
source. Despite Conrail's assertions of a firm commitment for the 
future, recent experience and stark economic and public policy 
factors result in a questionable outlook for investors, which stymies 
economic growth. Federal subsidies have only forestalled inevitable 
policy decisions. Public subsidies have proportionately resulted in a 
poor return on leveraging private sector investments in rail de- 
pendent industries in our region. 

Literally thousands of jobs in the region will be jeopardized by a 
crisis that daily seems more imminent in the context of Conrail's 
plight. Future opportunities in the region for industrial expansion 
are being deprived by the questionable future of Conrail. 

On March 17 our chamber sponsored a conference in Waterbury 
to provide the business community with the facts, proposals, and 
pertinent information regarding the future of rail freight service in 
New England. Congressman Dodd and staff members of this com- 
mittee were instrumental in providing the direction and scope for 
the meeting which included representatives of Federal and State 
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government, Department of Transportation, Conrail, regional rail 
carriers, and the region's rail users. 

Although a divergent range of opinion was expressed on the 
specific merits and demerits of current Conrail operations in our 
region, several points were clearly agreed upon. 

The first point is that Conrail has indicated that its operations in 
New England are unprofitable. Announcements by Federal agen- 
cies indicate that Connecticut could again be placed in the crisis 
situation that existed between 1974 and 1976 during the restructur- 
ing of the Penn Central. As I have discussed, the demise of rail 
freight service in the region poses a grave economic threat. 

The second point is that in order to continue viable operations, 
Conrail requires substantial additional increases in Federal subsi- 
dies reported at $782 million and that Congress is not willing to 
commit these Federal operating subsidies to the financially belea- 
guered railroad. 

The mood in Congress toward fiscal restraint reflects the strong 
public sentiment in our area and in the Nation as a whole for 
limiting Government expenditures. 

In response to the sentiments expressed at the conference, our 
chamber finalized a policy statement which calls on Congress to 
enact legislation to permit private rail carriers to purchase and 
operate Conreiil lines. We strongly believe that private sector initia- 
tives and reliance on our free market system should be encouraged 
and supported. Our main interest is in insuring that the rail serv- 
ice needs of our region are met; that a financially self-sustaining 
rail system is established, and that free competition is retained and 
encouraged. 

We are particularly encouraged by a proposal mentioned by Con- 
gressman Dodd by the Providence and Worcester Company to 
assume operation of Conrail freight lines in Connecticut, Massa- 
chusetts, and Rhode Island. We are encouraged because this is the 
first time in our memory that a rail carrier has expressed an 
interest in our area and a commitment to the revitalization of our 
economy. Unfortunately our prior experience with Conrail and the 
Penn Central was not marked by an atmosphere of interest or 
commitment to the area. 

It is clear that enabling legislation must now be formulated to 
provide a mechanism whereby regional rail carriers can assume 
the operation of Conrail lines within the framework of a free 
enterprise system. 

We feel that this legislation by design should incorporate the 
goals outlined by you, Mr. Chairman, in a communication to the 
USRA. 

Those goals are the maximization of competitive rail service in 
the Northeast; the minimization of loss of service in the Conrail 
region; the minimization of the need for Federal subsidy of rail 
service in the Northeast; and the requirement that carriers enter- 
ing the Conrail region be required to acquire more than lucrative 
trackage and traffic. 

Mr. Chairman, we strongly endorse these goals and suggest that 
the committee consider two additional requirements when formu- 
lating enabling legislation; carriers entering a region make a long- 
term commitment to the continuation of at least current service 
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levels with no abandonments and that mandatory expeditious con- 
veyance procedures of Conrail properties to other carriers be for- 
mulated and implemented as necessary. 

You can see Congressman Dodd has many programs for imple- 
menting all of our proposals. 

Mr. Chairman and members of the subcommittee, the rail freight 
problems confronting us in New England have been the subject of 
much controversy, much debate, much study, and much analysis. I 
respectfully suggest that the time to act is now upon us. We are all 
too well aware of the danger of delay for the economy of our 
region. We urge you and Government and we in the private sector 
dedicate ourselves to the task of restoring to New England and to 
the Naugatuck Valley the kind of quality rail freight service 
needed to assist the region's economic revitalization. Our future 
depends on it. 

Thank you for this opportunity to address you. 
Mr. FLORIO. Thank you very much. 
Mr. Taylor? 

STATEMENT OF VANCE A. TAYLOR 
Mr. TAYLOR. Mr. Chairman and members of the subcommittee, I 

am Vance Taylor, president of the Chamber of Commerce of North- 
west Connecticut, located in Torrington, Conn. 

I appreciate the opportunity to appear here today to speak for 
the many businesses and industries of northwest Connecticut 
which depend on rail service for shipping and receiving of their 
goods. In fact three of these rail users. Charter Oak Container; 
Pfizer & Becton-Dickinson consider this issue of such importance 
they financed my trip here today. Two freight lines presently serve 
these users with 3-day-per-week schedules; the Torrington line, 
running north from Waterbury to Torrington and the Berkshire 
line running south from Pittsfield, Mass., to Canaan. Over the past 
several years both these lines have been troubled with the Torring- 
ton line placed in category II by Conrail and the Berkshire line 
railbanked south of Canaan to Danbury. We are particularly con- 
cerned about the Torrington line since Conrail has postponed possi- 
ble abandonment proceedings pending the outcome of its long 
sought deregulation proposals. 

Even with deregulation Conrail claims it would need an addition- 
al $144 million to operate through 1981 and without deregulation 
that figure would jump to $553 million. If sought through loans 
from the Federal Government either amount would represent addi- 
tional moneys beyond the $3.3 billion previously authorized. 

Conrail has further indicated that deregulation would signifi- 
cantly improve its financial picture, thereby reducing its long-term 
need for Federal aid. One primary problem, Conrail believes, is 
that certain kinds of business including general freight in boxcars 
which incidentally is the principal shipments on the Torrington 
line and indeed accounts for 58 percent of Connecticut's rail freight 
business contribute far less in revenues than they allegedly cost in 
capital outlays and in operations. 

Many of our users would argue that the losses are not due to the 
inherent nature of the business but rather to Conrail's inefficient 
and unresponsive service. Conrail indicates deregulation would give 
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them the freedom to abandon routes or raise rates to the point 
where they in their sole discretion either cover costs or drive 
business off the line. Our chamber's board of directors believe 
deregulation with these adverse economic impacts is not a viable 
alternative since deregulation could then become de facto abandon- 
ment. 

We are frankly concerned that our problems with a regulated 
rail operator could worsen if deregulation occurs. Conrail, which 
operates both the Torrington and Berkshire lines, has generally 
maintained an indifferent attitude toward improving its service, 
increasing its level of traffic, or maintaining and upgrading its 
facility. 

Several recent events will illustrate my points; first, a Conrail 
sales representative has not made a routine sales call on any of the 
lines users in over a year; second, Charter Oak Container, Torring- 
ton, the largest rail user sought Conrail's assistance in expanding 
track facilities adjacent to its plant to accept greater numbers of 
carloads. 

Since Conrail only provides service three times per week and 
Charter Oak's current siding cannot accommodate unloading of 
more than three cars the firm was receiving significant demurrage 
charges for cars which could not physically be unloaded. Charter 
Oak therefore recently purchased a locomotive and track to per- 
form much of its own switching and eliminate demurrage charges. 
Yet when Charter Oak sought Conrail's advice in designing the 
new siding to also be compatible with Conrail's equipment Conrail 
was unwilling to cooperate. 

Further, Charter Oak has had a $280 surcharge levied on each 
carload of pulp board it receives but the firm sees no improvements 
in service for its added costs. If the theory of surcharges is to make 
the operator most profitable and provide better service, Charter 
Oak is not seeing the results. 

Third, the Hotchkiss Bros. Co. in Torrington had five carloads of 
materials waiting in Waterbury on a day when the train normally 
did not run to Torrington. Although this number of cars represent- 
ed a larger than average trainload, Conrail refused to make an 
exception to transport the goods until the following day. Faced 
with no materials for production, the Hotchkiss Bros, were forced 
to lay off its entire workforce of 90 employees for the day. 

Fourth, the Pfizer Co. in Canaan ships clean sifted limestone 
outbound in covered hopper cars. Although the Berkshire line has 
been recently upgraded the improvements mean little to the com- 
pany due to unavailability of these cars. Further, Conrail's car 
utilization requirements state that unless Pfizer's fleet of cars aver- 
age at least one round trip per month cars are removed from the 
fleet. The cyclical nature of Pfizer's business coupled with the 
transit times, unloading operations at customers and delays Pfizer 
has experienced with Conrail, result in cars often taking longer 
than a month for a round trip. With the removal of hoppers from 
Pfizer's fleet and the general lack of availability of these cars, 
Pfizer often receives cars which previously contained other materi- 
als. To avoid contamination of its limestone, Pfizer must then 
manually scrub the interiors of all the cars which is a time-con- 
suming and expensive procedure. 
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While Pfizer's shipments by all modes have doubled since 1976, 
the portion of shipments on rail has dropped 33 percent as the firm 
shifts to truck due to its greater reliability. Truck is more expen- 
sive but what can Pfizer do when a customer needs an order by a 
specified time and a Conrail hopper requires a 2 to 4 week delivery 
from the date requested? 

Fifth, Becton-Dickinson in Canaan faces a similar situation. The 
firm receives resin in stainless steel closed hoppers but cars are 
either unavailable or in disrepair. The company now receives many 
of its shipments by truck, with four truckloads required to replace 
each rail car. Becton-Dickinson has also moved all of its outbound 
shipments to truck ^ain due to lack of rail cars and lack of daily 
train service. Additionally, the firm would like to expand its 
Canaan facility but plans are inhibited by Conrail's unreliability. 

Our chamber of commerce has also found problems in working 
with Conrail. Conrail had never conducted a marketing analysis of 
the Torrington line to determine ways to increase revenues and cut 
costs. Working with the Connecticut General Assembly our cham- 
ber was able to obtain $15,000 in State funds to conduct such a 
study for Conrail. Should not the railroad have been willing to help 
itself and our users? Second, since maintenance and improvements 
on the line have not been performed in years, portions of the line 
had fallen below class I standards with trains forced to travel 
under 5 miles per hour. Our chamber in cooperation with the 
Litchfield Hills Regional Planning Agency was successful in secur- 
ing a $350,000 EDA grant to rehabilitate the line. When I informed 
Ronald Bowes, Conrail's assistant manager of strategic planning in 
Philadelphia of the likelihood of receiving the grant and asked 
what assistance we could expect from Conrail for improving their 
line he replied, "If you put money in that line you won't get a bang 
for your buck, you are lucky if you get a pop." 

Mr. Chairman, we are aware of your view that Congress cannot 
sit back and take a wait and see attitude with regard to Conrail yet 
neither can our rail dependent industries. In fact our chamber's 
board of directors which represents over 350 businesses and indus- 
tries in our area feels as you do that Conrail may not be the best 
final solution for the Northeast's and Connecticut's rail needs. 
Consequently they unanimously supported the Providence and 
Worcester's recent proposal to acquire Conrail lines in Connecticut 
and in so doing provide more effective and efficient rail service to 
our employers. 

I fully concur with Congressman Dodd's and Mr. Weltzien's re- 
marks that congressional action is needed in an expeditious 
manner to assure improved rail freight service and the continued 
revitalization of southern New England as a manufacturing region. 

I appreciate this opportunity, Mr. Chairman, to appear before 
the subcommittee and trust you will respond favorably to my testi- 
mony. Thank you. 

Mr. FLORIO. Thank you. Mr. Leizarek? 

STATEMENT OF WILLIAM LAZAREK 
Mr. LAZAREK. Mr. Chairman and members of the subcommittee, 

my name is William Lazarek. I am the deputy commissioner of the 
bureau of planning and research of the Connecticut Department of 
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Transportation. I thank you for the opportunity to appear before 
the subcommittee. 

To my left is Dick Leete who is in charge of all the rail planning 
for the State of Connecticut. 

We are very concerned in Connecticut about the future of Con- 
rail. While the service provided by Conrail in some areas of Con- 
necticut is generally good and has kept many of Connecticut's 
shippers and receivers relatively satisfied, indications from Wash- 
ington based on what we have heard today on the further funding 
of Conrail and therefore improved service on Conrail has been 
mostly pessimistic. 

We have heard this morning that it will cost hundreds of mil- 
lions of additional dollars to allow Conrail to continue its present 
level of operations with very little improvement to the lines. 

If these funds are not forthcoming Connecticut will find itself in 
a very vulnerable position. When Conrail exhausts its present au- 
thorizations probably in March of 1981 cutbacks in service, mainte- 
nance programs and the size of the system will probably be imple- 
mented. USRA, Conrail's banker and monitor in a September 1979 
report entitled "Alternatives for Conrail" predicted that the best 
alternative course of action for Conrail would include a 4,600-mile 
rationalization or in other words, abandonment, plan. This plan if 
implemented would result in Connecticut losing about 50 percent of 
the trackage now served by Conrail. 

As many of you know because of the concern in New England 
over Conrail's future the New England Regional Commission and 
the USRA are jointly sponsoring the New England rail restructur- 
ing study. Advisory boards including railroad management, ship- 
pers. State rail people and rail labor have been established to give 
advice and comment on that study. 

The study by the way is considering three alternatives including 
one that very closely resembles the proposed amendment of Con- 
gressman Dodd. 

Under normal conditions we would have preferred to review and 
analyze the data and results of that New England rail study before 
deciding on a course of action for Connecticut appropriate to Con- 
rail's financial situation and the service. The preliminary results of 
that study are due this month with the final report due in June. 

Since timing is so critical on this whole situation and because of 
what we have heard this morning, there were very strong indica- 
tions that Congress is not going to authorize sufficient additional 
funds for Conrail to maintain existing levels of service, continue 
complete, full normalized maintenance, and reinstitute the reha- 
bilitation of track previously subjected to deferred maintenance 
and if the USRA's "Alternatives for Conrail" is an accurate assess- 
ment of what would happen in Connecticut we feel we are in very 
deep trouble and we would fully support the propwsed amendment. 

I would like to add one other point for consideration as Congress- 
man Dodd's proposal goes through and that is on the locomotives 
and the rolling stock, if a private railroad is going to come in and 
take over a certain area, if they are allowed to come in, it should 
also be considered and probably should be in the bidding procedure 
that they are also allowed to bid on the Conrail locomotives and 
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rolling stock in order to make sure there is enough equipment to 
run on those lines. 

Thank you very much. 
Mr. FLORIO. Thank you. 
Gentlemen, if in fact we are going to rely upon the marketplace 

forces to determine the allocation of revenues and the allocation of 
capital and if in fact we have roads that are class I in a state of 
disrepair and an absence of sufficient equipment to Conrail, I think 
we can expect that deregulation will inevitably result in the 
upward adjustment of costs so as to generate the revenues and the 
capital to deal with those things you indicated are deficient in the 
existing service capabilities of Conrail. 

Is everyone prepared for the results of deregulation which is 
going to rely upon the marketplace forces so much? 

Mr. WELTZIEN. Actually any efficient industry requires heavy 
capital investment and a productive result from that capital. One 
of the major long-term historical problems of the rail industry is 
the lack of investment in improved productivity. 

We obviously cannot comment on the specific proposal from this 
one railroad but they have a reputation for being extremely pro- 
duction oriented, productivity oriented, and making a high return 
from their investments. 

We would assume and again we cannot endorse their proposal at 
this moment but the assumption is the investments they make will 
be so productive that they will return a profit and at rates that 
may not be higher than the present rates. 

Mr. FLORIO. Someone said that the actual value of some of the 
plants Ck)nrail has is still in dispute and there is a question as to 
what that is. Likewise, you have heard discussion about the labor 
agreements that one would assume would have to go with the 
employees. 

I think the proposal Mr. Dodd is talking about and the one you 
have talked about is something that is very deserving of examina- 
tion and evaluation. I am hopeful we are going to examine any of 
these applications in the context of the whole system so as to 
provide for service across the whole area. 

I know your particular interest is a localized area. I think we, as 
the Congress, have the responsibility to come up with $3.3 billion 
as we have already, and will probably have to come up with a lot 
more when it comes time to settle the litigation that resulted in 
Conrail. 

We have an obligation to make sure what it is that is going to 
happen for the benefit of the areas as well as the overall taxpaying 
public. We would not want to see segments being shuffled off and 
the taxpayer left as the loser. We cannot give all the good portions 
to private railroads with Conrail, or whatever we are going to call 
it, stuck with a system that is even less productive and even less 
profitable than it is now. 

Mr. WELTZIEN. Mr. Chairman, I would like to make another 
comment to illustrate my point. 

There are many cases of union workers being given productivity 
incentives. The specific case my colleague is very familiar with is 
the use of carloading as the efficient use of the cars which is a 
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critical factor, about the roadbed obviously I would have no com- 
ment. 

There are many possible advantages that could be made immedi- 
ately by a local carrier in return on current investment. 

Mr. FLORIO. I would ask if anyone would care to respond to the 
points Mr. Jordan made earlier when he said he has some question 
as to whether one railroad would have enough traffic to make its 
own way if another railroad were let into the marketing area and 
thinks that perhaps the financial attractiveness of either of them 
could not be enhanced. Are you contrarywise dividing up the inad- 
equate amount of traffic in an overall declining area? 

He made the statement he did not perceive a great amount of 
turnaround in the whole economic situation in the Northeast in 
the foreseeable future. 

His conclusion was that if you have a restricting economic base 
and if you let more railroads in to serve that base, inevitably it will 
result in each of them being less profitable. 

Mr. LAZAREK. I think one of the things we are most concerned 
about in Connecticut and I think it is as Representative Lee men- 
tioned before, the cherry picker. He said you can go in and cherry 
pick certain lines. I think we are afraid of exactly the opposite 
thing happening in Connecticut. We are afraid of finding ourselves 
confronted with a situation where one branch line is being aban- 
doned here and another one here and another one here. So you 
would not be in a situation having more than one railroad coming 
into an area. 

You would be more in a situation of not having any railroad 
service in an area. This is why we feel it is at that point or that it 
is at a critical point right now where we have to take action. We 
are doing it through a study but having heard what we have this 
morning, we feel that we do have somebody that is willing to come 
in on our line and we keep getting back to one railroad in Con- 
necticut and the Rhode Island area—we have a railroad that has 
indicated a willingness to go in and take any lines contiguous to 
the lines they run right now including some that Conrail has 
already indicated they feel are very unprofitable. 

They have taken over a line and they are making profits today 
on a line that was also considered to be very unprofitable. 

Mr. FLORIO. Part of the basic premise of the legislation we are 
developing in deregulation is that no railroad should be required to 
maintain a portion of its business at a loss. If one accepts that fact, 
is your State prepared to pick up branch lines that Conrail can 
demonstrate are losing money for them? 

Mr. LAZAREK. If they are going to drop the branch lines, we 
would prefer to go with Congressman Dodd's proposal where these 
would be offered through bid for railroads to come in under the 
condition they would not be subsidized and they would maintain 
the operation. 

Mr. FLORIO. It would be very critical of Conrail's productivity and 
their ability to run a good railroad. Why would we think anybody 
else would want to pick up admittedly losing branch lines? 

Mr. LAZAREK. I guess there are different ways to run a railroad. 
This one railroad in Connecticut and in the New England area has 
demonstrated they can do it. 
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We have already indicated our willingness as well to go in there 
and work on the lines Conrail has said were unprofitable. 

Mr. TAYLOR. Mr. Chairman, I think in many of the cases we have 
discovered with Conrail, it tends to be a self-fulfilling prophesy 
about their declining revenue base. As I indicated in my testimony, 
when an industry does not see or hear from a Conrail sales repre- 
sentative in over a year's period of time, you can begin to wonder 
why the railroad is losing money on some of these lines. 

Certainly the railroad has not proven itself to be an aggressive 
company. It has not gone out and looked for business. It has not 
accommodated the needs of the shippers with the appropriate type 
of rolling stock. 

It is quite obvious why there is declining revenues. We feel a 
private enterprise that indeed is going actively after business 
would in fact tend to generate greater revenues on the line. 

I would also like to respond to the other point you mentioned 
about deregulation. Our fear is, in a sense Conrail now in many 
portions of the Northeast is indeed a monopoly. If that monopoly is 
deregulated we are very fearful, as our shippers are, that either 
rates will rise to such an extent that either the shippers will, if 
they are truly captive be forced out of business, or else have to 
relocate to another area served by another rail line that in fact is 
more productive and more competitive. 

Mr. FLORIO. Even with the conditions of the marketplace? 
Mr. TAYLOR. I do not know when we are talking about the 

economic strength of an area if we can literally cut one of its 
lifelines and throw it up to the market. We have a commitment to 
certain public policy as well as pure questions of economics. 

Mr. FLORIO. That is the argument for regulation, that there are 
no marketplace forces that totally dominate it. 

Mr. WELTZIEN. I think you made the point very well before that 
you can deregulate airlines because people can fly in and out of 
one airplane. Rail track is hard to deregulate. 

We would like to see the branch lines competitive insofar as 
possible. That would be done through bidding for branch lines. 

Mr. FLORIO. Is there much short line railroad activity in your 
area? 

Mr. LEETE. In New England there are a number of short lines. In 
Connecticut I would not say there are any, they are more small 
regional carriers. We have two serving Connecticut, the Central 
Vermont and the Providence & Worcester. There is a very small 6- 
mile-long branch line in  Branford, Conn., but that is about it. 

I would like to make one comment relative to the net liquidation 
value situation that Congressman Lee mentioned earlier. Conrail 
paid net liquidation value for the property in 1976 and in the 3R 
act as amended and I think even in the original version a deficien- 
cy judgment provision was included which would require the 
United States to cover whatever differences there were that would 
determine in a court action. 

I think Congressman Dodd's proposal which is an amended sup- 
plemental transaction procedure would be very consistent using a 
net liquidation value plus the deflator plus the value added et 
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cetera. It would not be any different. It would be just a matter of 
continuing the restructuring process in the Northeast. 

Mr. FLORIO. DO you not think that would be an inhibiting factor 
on a railroad that had an interest in acquiring a portion of the 
plant, yet they would acquire it at a particular price with the 
proviso that when the Federal Government is required to pay a 
higher price assuming the settlement value which I think we all 
do, it is going to be higher and there will be a need to recompen- 
sate the Federal Government for its proportional share that it has 
to pay out as a result of the litigation? 

If I was in business I would not want to buy something without 
knowing what the final price would be. Unless you are advocating 
the alternative which is just pay what has been paid already and 
forget about the suit in which case we are talking about a very 
substantial indirect subsidy to the private railroad. 

Mr. LEETE. I would propose something very similar to the later 
course and that is the Congress in the 3R act stated that if there 
were deficiency judgments coming out of the litigation that the 
United States would pay for that. We are talking about a continu- 
ing restructuring process. 

Mr. FLORIO. The United States has paid for all of it. They paid 
for it initially and now will pay for the supplemental amount 
resulting from the litigation. 

Mr. LEETE. The amount that is going to be paid will not be 
different under either of the situations whether Conrail remains in 
Connecticut because there will be a deficiency judgment on those 
lines or there will not be depending on the result of the litigation 
or if the private railroad takes over and pays Conrail the amount 
Conrail paid, cash instead of securities I presume, you would still 
have the same net amount that the Federal Government would 
have to pay the Penn Central and the other bankrupts. 

There would not be a difference in this. There would be no 
change in the situation. The Congress or the United States would 
be liable for the same amount of money. 

There would be some return in that if there was a lot of capital 
investment made by Conrail then there would be this value added, 
this GNP deflator and the compensation for the amount of capital 
money that was put into the plant itself. There would be some 
benefit and some return. 

Mr. FLORIO. Gentlemen, thank you very much. 
[Whereupon at 1:07 p.m. the subcommittee was adjourned.] 
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